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* PREFACE 

h / 

T ! j ^, 

HIS Boo^ contains the Lectures delivered at the 
Asian Centre on AgHcultural and Allied Projects,” held in 
Lahore, Pakistan, from October 2nd to December 16th, 

1950.* 

The instructional work at the Centre was organized in 
the form of an mitial orientation period of two weeks, then 
two semesters of about five weeks each. In both of these 
semesters there were three concurrent series of “ Major 
Course ” Lectures by experts provided by the various spon¬ 
soring organizations. In addition there were many Lectures 
on “ Special Problems of Economic Development ” dealmg 
with particular technical subjects by experts made available 
by the sponsors as well as by experts from other countries 
and from the host country. The Book is divided into two 
volumes. Book I contains the Lectures on “Major Courses” 
and Book II comprises the Lectures on “Special Problems 
of Economic Development.” 

The participants took part m regular practical work 
(statistical and economic laboratory) to apply to actual data 
and to realistic development projects the principles which 
were being discussed in the Lectures. Trips to see selected 
projects in the field were also made, notably to the Rasul 
Project on the Jhelum River, a hydro-electric and water¬ 
logging control project, and the Thai Project, a combmed 
resource development project between the Indus and Jhelum 
Rivers, involving irrigation, colonization, road construction, 


•For the origin, sponsorship, operation, participation and costs of this Training 
Oentia, sponsored jointly by the Government of Pakistan, the Food and Agrioul- 
lure Organization of the United l^ations, the International Bank for Reconstruction 
and Development and the United Nations (moludmg the Foononuo Commission for 
Asia and the Far Fast, see “ Report on the Asian Centre on Agricultural and Allied 
Projecte, 1950 

(This Report is available from the UN and FAO) 




reforestation, construction of markets and market towns, and 
possibly also a hydro-electnc plant These two projects are 
referred to frequently m the material which follows, as data 
from them was used to illustrate the principles under discus¬ 
sion. In addition, the participants divided themselves into 
twelve groups, each of which prepared a report on a specific 
project of its own country These projects included irriga¬ 
tion development, industrial development, provision of agri¬ 
cultural credit and various other types of schemes. The form 
and presentation of these projects were in accordance with 
the principles developed at the Centre. 

An extensive library of reference materials on economic, 
agricultural, and development problems with particular refer¬ 
ence to Asia w'as assembled for use at the Centre. This has 
been left in the possession of the Pakistan Government to be 
maintained as a working and reference library for the future 
use of students and research scholars from all parts of Asia, 

The Lectures are presented here just as they were 
delivered, with only such condensation or revision as the 
lecturers themselves made in them, except m some cases for 
section headings inserted by the Editor. No attempt has 
been made to remove differences in opinion or m points of 
view between the different lecturers Instead each lecturer 
is individually responsible for the material appearing under 
his name, which represents his own personal opinion, and 
should not be taken as representing the policies or views of 
the sponsoring organizations. No attempt has been made to 
rewrite these Lectures m the form of a closely-written text¬ 
book or professional articles : rather they are left in the form 
of colloquial, discursive discussion with many illustrations, 
characteristic of extemptoraneous discussion and teachings. 
Questions raised at the Centre and the answers to them have 
been included where they seemed significant to the matter 
discussed m the Lectures. 



This material has been recorded and reproduced in the 
hope that it will be useful as a reference or text-book for 
future international or national training centres or courses on 
development problems, and to college and other students and 
to government officials dealing with such problems. We 
trust that the use made of it will justify the cost and effort 
it has involved We hope that eventually a publication may 
be prepared based on these and other materials which will 
provide a more concise text-book covering this field 

Credit is due to all the sponsoring organizations for then 
support of the Training Centre, and especially to the Pakistan 
Government for their gracious hospitality and the Punjab 
Government for printing this Book, to all the lecturers for the 
hard work involved in preparing their respective Lectures and 
to the participants of the Centre for their appreciative and 
stimulating co-operation. Appreciation is also due to Mr. 
Justice Muhammad Munir, Director of the Centre, for his 
helpful guidance and to the administrative and secretarial 
staff, particularly Miss Frances McAuley and Mr. Abdul 
Hakeem. Finally our grateful thanks are due to the Officers 
and Staff of the Punjab Government Printing Press for then- 
valuable assistance and outstanding work which has made 
the publication of this Book possible. 

KEMAL SULEYMAN VANER (United Nations) 

Co-Director and Chief Editor 

H. S. M. ISHAQUE (Pakistan) 

MORDECAI EZEKIEL (Food and Agriculture 
Organization of the United Nations) 

J. THOMSEN LUND (International Bank for 
Reconstruction and Development) 


Lahore, March 15th, 1951 
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PART I 


DEVELOPMENT PROJECTS AS PART OF NATIONAL 
DEVELOPMENT PROGRAMMES 

BY 

DR. H. W. SINGER 



development programmes 


Introduction 

This course, inevitably, is somewhat more general in the sense of deal¬ 
ing with more general relations affecting the economy as a whole That is 
indeed the purpose of this course On the other hand, I shall not assume 
previous advance knowled e of econcmics, except that type of simple 
economic common sense which you all have to apply, as technicians, as civil 
servants, as citizens As you probably know I come to you from the staff 
of the United Nations Headquarters Organization In the United Nations, 
our concern is not so much with agricultural projects particularly—that is 
done by the PAO. Our particular concern is with things which are not 
covered by any of the Specialised agencies In practice, that means that our 
particular job is concerned with general economic policies, administration, 
industrial and land transport development There is, of course, no clear 
Ime of division. Processing of food, crushing of oil, production of fertihsers 
and insecticides are instances of what may be considered with equal justifica¬ 
tion as belonging to the fields of industrial or agricultural developments 
Most larger agricultural projects involve questions of land transport. Agri¬ 
cultural and general economic, fiscal and administrative policies are inextri¬ 
cably interwoven with one another Hence it is fitting that a membei 
of the staff of U N 0 itself should consider with you the problems of agri- 
cultural projects in their more general economic setting, in their relation to 
theecon my as a whole. 


I Basic Principles I : Principle of Accumulation 

Let us now start upon the subject matter of this course My starting 
point m this course centre is a basic twin principle. In order to understand 
the relation of individual projects withm the national economy as a whole 
we must get very firmly implanted in our minds two economic principles which 
are neglected only at the expense of a lack of understanding the problems 
of planning for economic development These two piinciples, I shall call 
the principle of accumulation and the principle of inter-relation 


Natuhe of The pbihciple 

The principle of accumulation indicates that in economic hfe, m economic 
planning, we are dealing with a world which is rather different fromThe 

S i push It at.?r n ® this table 

rr,. 

but the movement goes on ^nd position does not come to rest, 

causes C and C caS D and ^ 'pauses B and B 

causes U and m the end D causes a change m A again. 
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Economic development is a cumulative process of this kind The secret of 
development planning is to set in motion such forces of cumulation But 
before I go into that, let me give you a few examples to illustrate this pi mciple 
in application to economic development 

Examples . Capital Formation 

I have selected here five or six different examples which are especially 
important First of all, we have an example of a cumulative process m the 
relations between capital formation and poverty It is certainly true, 
although only partially true, that under developed countries are poor because 
ot a lack of capital One of the mam methods by which economic develop¬ 
ment proceeds or takes place is by adding to the physical or non-physical 
capital of a country The physical capital of a country consists of machines, 
buildings, land improvements, tools, etc , anything that is tangible and of 
soiile pe manence—that lasts more than a year, shall we say There is also 
a good deal of intangible capital in a developed country In countries like 
the Um ed States or England, shall we say, the greatest proportion of national 
capital does not consist of tangible things It consists of intangible things 
of knowledge, of scientific tradition, of skill, of a scientific organization 
that IS conducive to economic progress or economic development For 
instance, supposing that m a country like the Umted States, as a result 
of War or earthquakes, or some catastrophe of that sort, all tangible capital 
V ere completely destroyed, machines, buildings, houses, dams, irrigation— 
everything destroyed. But assume at the same time that the people are kept 
alive, that the so lal organization is kept alive, that there is no breakdown 
111 the government machine, m teaching, m knowledge It would be a 
matter f a fairly short time for the Umted States to be back again where it 
was. But now assume the opposite case. Assume that for some reason all 
the physical capital were left intact, but that in some mysterious manner 
the intangib'e capital, scientific knowledge, scientific tradition, skill, educa¬ 
tion, etc , were suddenly wiped out or eliminated. That would be a much 
more serious matter than the destruction of physical capital The best 
way to think of the capital of a developed country, which we were trying to 
build up in underdeveloped countries by the process of economic develop¬ 
ment, 18 as an. iceberg As you probably know, an iceberg has one-tenth 
of its area above water, that is visible. But mne tenths is submerged—we 
don't see it. But it exists all the same—^infaot, it is most of the iceberg. 

It can be very misleading simply to calculate the difference in the amount 
of physical capital in a country like England or the United States, and then to 
imagine, that all you have got to do is to build up a simdar amount of 
physical capital per head in other countries in order to get the same standard 
of living That does not follow. One direet application of this is that deve¬ 
lopment planmng which concentrates entirely on physical projects to the 
neglect of intangible capital, of high standards of education, of good health, 
of a scientific tradition, of research, etc , is not hkcly to be a good deve- 
lopment programme There is always a certain danger which shall illustrate 
later in this course, simply because the one thing is visible and tangible 
and the other is not, because education and scientific knowledge is something 
which 18 mtangible, that people thmk what is not visible is not real. That 
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IB a dangerous confusion. What la invisible can be a very real factor in 
economic development The danger is that development programmes may 
concentrate too much on visible projects at the expense of the invisible 

As between poverty and capital formation, which is cause and which is 
effect * Where do we start with economic development * Do we start in 
remedying economio poverty, in providing for higher standards of living, 
or do we start in providing capital ? Now obviously, if you follow what 
Isaid about cumulative forces —that question does not make sense hfeither 
of them IS a cause of the other, or both are the causes of each other Tliere 
is no point in asking . “Where do we start m economic development ^ ” 
The country is poor because it has no capital It has no capital because it 
18 poor Both statements true Therefore, as long as you try to ask these 
sort of questions about a basic cause of under-development you are moving 
in a logical circle This may sound very elemental y to you—I hope it 
(Joes !—but, all the same, if you anal I’se the development plans of some coun¬ 
tries, you will come across the notion that the important thing is to build 
up a market first, that before you have development, you must get a market 
for the commodities which you plan to produce A domestic market tor the 
commodities can be created by the incomes of the people producing the 
commodities. By adding to your production, you create additional leal 
income which is the demand for the extra output that you produce It does 
not make any sense to delay production of needed commodities for which 
there is no present market If you do that you will not get development 


Examples • Lack of Service Provision 


A second example may bo drawn fiom the results of a United Nations 
study entitled “World Iron Ore Reserves and their Utilisation m Under- 
developed Countries ” The study shows, bioadly, that the physical 
resource basis for a steel industry - in ore and coking ooal - is present m 
many locations in under-developed countries After computing the various 
distanees and relative costa of transporting ores, coal and finished steel 
in the required quantities, we find that it should be possible to deliver 
finished steel from local furnaces in under-developed countries as cheaply 
or more cheaply than from the U. S or Europe Why does it not happen ^ 
What is wrong with this calculation ^ 


The answer is that it is the cost of transport which matters, not the 
equivalent rail-ton-miles required. The results would only be the same 
if the efficiency of transport were everywhere the same, so that the ratio of 
cost equals the ratio of physical distance. That is nob the case The 
efficiency of transport in that sense is less in the under-developed countries 
than in the U S or Western Europe 


Now If you ask yourself why is the efficiency of transport not the same— 
weU, the answer is because there is no highly developed net work of integrated 
the under-developed countries, as it exists in the 
England, those integrated net works of railways, of canals, 
if harbour facihties, loading facilities, unloading facilities, 

cranes, etc The next question to ask is “ why not ? * ’ WeU, the answer w 
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that the development of an effective transport system is part of the 
general process of economic development If you follow this process of 
thought, we come to the conclusion that the difficulties of having 
economical iron and steel production in under-developed countries, is 
their lack of economic development, but the reason for their lack of 
economic development is largely due to the fact that they have no 
such strategic industries as an iron and steel industry We cannot 
say that one is the cause of the other. They are both cause and 
effect. Similar conclusions are obtained in studies of processing of 
agricultural products There it is found, very largely, that th,e absence 
of processing facilities for agricultural products (oil crushing plants are an 
illustration) can he attributed to the fact that the big market for oil products 
of a highly varied kind is in the United States and Western Europe, and 
hence these areas also tend to attract the processing and manufacturing 
facilities Again, the relation is circular rather than cause and effect. 


Examples Relationship of agriculture and industry 

My next example concerns the relation between agricultural and 
industrial development These tw'o sectors of economic life are often 
discussed as being in some sort of competition with each other as if the 
problem were either to develop agriculture or develop industry I shall 
have more to say about what I shall call the unreal distinction between 
agricultural development or industrial development What I am concerned 
to show at this moment is the same cumulative relationship between them 

Take agriculture What does it mean for mdustrial development * 
If you think of industrial development, in a country which has a highly deve 
loped and efficient agricultural sector, it means industrial raw materials 
at a low real cost, since agriculture and mining provide the raw materials 
for industry It means good and cheap food A high level of food produc¬ 
tion means bettor health for industrial workers, and therefore it means greater 
labour efficiency, which is conducive to efficient production Efficient 
agriculture means a good market for industrial products—not m the sense 
of need but m the sense of effective demand of buying power based on 
production in a efficient farming population which sells a considerable surplus 
over and above its own needs You see the opposite to this statement 
illustrated by the difficulties of getting away from a state of subsistence 
agriculture You can say, if we only had industrial consumption goods, 
providing an incentive for farmers to produce a cash crop surplus and seU, 
then we could have better agriculture and we could introduce technical 
improvements But it is equally true that until we get more food and 
agricultural surpluses in the town, we cannot produce industrial con¬ 
sumption goods, to build up our industry we must have enough surplus 
food to feed tho workers Again we have the same relation to both factors 
being cause and effect to each, other. This greatly complicates the problem 
of where to start, with producing the food surplus or industrial goods. In 
what conditions does it seem preferable, and easier to work from the 
agricultural end, and under what conditions is it easier to make a start 
at the industrial end ? 
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The situation that wo now have m many countries is that industries 
cannot he built up because there is no foreign exchange available for import 
of raw material and machinery The reason for that is very often the low 
state of agricultural production. There again you see that the two are not 
competitive, how they go together. 

Let us now take the opposite case and see how an efficient industry may 
be considered a pre-condition for agricultural development Industrial 
development can provide agriculture with the tools, equipment, power that 
it needs, with fertilizers, pesticides and insecticides I mentioned the 
incentive goods (as they are called) for farmers Industry provides fiirmers 
with incentives to increase output because it provides a large range of 
desirable things that farmers want to buy The only way to buy them, is to 
earn money, by producing above their needs and selling the surplus It can 
be of immense importance for agricultural producers to have their products 
processed in the country, instead of having to export them This is closely 
linked with that problem of agricultural prices In a country where there 
13 a developed industry, in which it uses its own agricultural output, food 
or raw material, it will be very much easier to give farmers fixed prices If 
you export food and raw materials, no action of your own government can 
possibly insulate the economic system of a country as a whole from the 
effect of changing agricultural prices As you know, one of the great problems 
of agriculture is the instability of agricultural prices which introduces a great 
deal of uncertainty, and is a considerable handicap in development plaimuig 

It is true that even if you do not process your own agricultural products 
Voucanalways protect your farmers against the effect of these changing 
prices, You can always compensate your farmers, by direct subsidies 
for instance, if their prices fall But you cannot protect the community 
as a whole If t.he prices of agricultural products abroad are low no 
internal adjustment that you can make to protect your farmers ’ will 
protect the community as a whole Your farmers can only be protected 
the sacrifice of some other group ^ 

If you process your own agricultural commodities, however, the situation 

nlete'md ffpT* agricultural prices are a matter of com¬ 

plete indifference to the community as a whole If agricultural nrices 
are low, your farmers will suffer, but on the other hand your processiL in- 
fn always cancel out ^ If you wish 

before ^ leave your processing industries exactly as they were 

tore It the agricultural prices are very high, your farmers will be nma 
perous and the industries will be depressed and you canTgainTedistribut; 
the gams from high prices by internal measures In othe; words it wdl 
fixeT<!tp°!?'^^ ^^li^erate development planning and offer 

iofb . mdilstries ^ Agam you have 

helpful ‘other’ d competitors but are 

,P 1 to each other-it is a cumulative relation and not a competitive 


relation. 


Examples Combined River Valley Schemes 


five principle so°that^in^fnti further brief illustrations of this cumula- 

P so that in future we can take it for granted and go on to apply 
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jt to development projects. The first relates to the combined river vulley 
development, the T. V. A. type of development where a whole nver valley 
is considered and water resources are used not only for one single purpose, 
like irrigation or navigation or power or flood control or any other possible 
single purpose, but are all combined The relations that exist between these 
purposes of a combined nver development scheme, are in that mutually 
cumulative relation. If you have power development, you can have pumps 
and you can have your irrigation. The power development supports your 
irrigation. Similarly, as you can easily work out for yourself, irrigation 
supports your power development, everything supports each other, and 
that can be applied to economic development in general 


Examples . International Curntdahon 

Finally, a word about the international aspect. You have a cumulative 
relation in the international sense, too There is no competition between the 
development of one country and the development of another country. If 
one country that is now imder-developed, develops and industralises—we 
shall assume now that the development is based on the use of domestic food 
and raw material—it is quite evident, that the development of one under¬ 
developed country. A provides an opportunity for the development for some 
other country B The export demand which is now no longer satisfied by 
country A wdl fall to B. B will be able to export more, obtam more, foreign 
exchange and import more machinery and more raw materials, or import 
better seeds or agricultural implements Thus, you have a cumulative 
relation not only within the development programme in each country but also 
between the development programmes m different countries. The successful 
implementation of the development programme of one country will be of 
assistance to other underd-eveloped coimtries in their development pro¬ 
gramme 

II Basic Principles 2 : The Principle of Interrelation. 

I shall now leave for the moment this principle of cumulation which we 
discussed but only to come back to it very soon again For the moment, 1 
want to approach the problem of economic development programmes from 
a different angle 


The heed for a Development Programme 

Let us ask ourselves, what does a development programme contain ? 
What should it contain* How can it be drawm up and what is the place of 
the individual project withm the programme? 

Now for that purpose, it is important to have a number of aub-divisions 
and defimtions ready in mind. One such sub-division which is very impor¬ 
tant, I have put on this blackboard before you This sub-division bet¬ 
ween ‘service’ or ‘overhead’ projects on the one hand, and directly productive 
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nioieots on the other hand, contains m itself the starting point for many of 
th«^ difficulties of planning for economic development In more highly deve - 
loped countries, there may be no need for a systematic development pro- 
gr^me, because development may proceed automatically. The more 
hiehiy developed countries have reached a stage where the principle of cumula¬ 
tion L discussed yesterday, is really at work, where investment proceeds 
almost automatically all along the line. Such countries may still decide to 
have a programme for other reasons-—for reasons of social justice, for reasons 
of efficiency, or for reasons of pohtical philosophy They may be believers 
in planning, and therefore have a conscious development plan, but the point 
15 that in the more highly developed countries, development does not depend 
on the programme or plan In under-developed countries, we are faced 
with a different situation There the situation is not to let the cumulative 
process do its work the situation there is to arrive at the situation where 
the cumulative processes can begin to work To get countries to the stage 
where cumulative processes begin to work, development planning is impor¬ 
tant because there is no automatic mechamsm that brings the country to the 
stage where the cumulative processes begin to work It is very similar 
to the engine of a motor car—once it starts, it goes on runmng buy itself, 
but to make it start, you have to do something deliberate—you have to start 
it by handle, or you have got to press a button 


Over head projects and directly productive projects 

Well, I take it now for granted that we need not discuss the necessity of 
development programming and can now consider its relation to those two 
different types of projects, which we have defined as overhead projects on the 
one hand and directly productive piojecfts on the other hand. 

Any economic system requires a certain number of installations or capi¬ 
tal formation which is not itself directly productive, which is in the nature 
of an overhead cost I think many of you will know what the term overhead 
cost comprises in private business Overhead cost means cost that has 
to be incurred whether the business is running or not For instance, at 
least in the immediate period the cost of installed machinery in an industrial 
firm IS an overhead cost, because you have got to go on paying for it whether 
you produce or not Very similarly, you can apply that term to an economic 
system—there are certain overhead installations which must be present to 
enable production to take place, but which do not themselves directly result 
in the production of usable goods Now the most important overhead items 
in any economy are a good educational system, health services, housing, 
transport power, irrigation—all those things taken by themselves do not 
produce anything that can be consumed. 

Now here we have one of the great problems in beginning to draw up a 
development plan What should be the proportion of overhead facilities 
that have to be constructed in relation to the directly productive projects^ 
Formstance, if you plana certain increase in industrial output, youwantto 
produce a certain quantity of steel shall we say, or cement or processed food, 
whatever it may be, now there is a need of directly productive facihties 
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■which 18 fairly easy to define—that is to say if you get good technical advice, 
good technical knowledge and good technical data, it is comparatively easy 
to get information on the best type of a steel making equipment, that is suit¬ 
able for the particular job that you ■want to get done That is compara¬ 
tively easy, but the difficulty arises ■with the overhead projects. Is the pre¬ 
sent transportation system of the country suitable tor producing and distri- 
Outing this particular thmg^ Take an agricultural project You want to 
develop a certain area for groundnut oil production Is there sufficient 
transport available to bring in the necessary tractors or the necessary 
rooters or bulldozers where you want development to take placed Are 
there enough facilities available to handle the nuts when they are ready 
for shipment ^ Are there housing facilities available for housing the workers 
whom you expect to work on this particular project ^ That is an illustration 
of what I now call the basic or overhead project Here you have the first 
difficulty with which you are faced in drawing up development program¬ 
mes 


Expense op overhead projects 

The general situation ■with which you are nearly always being faced 
in under-developed countries is that your basic services, your overhead ser¬ 
vices are not sufficient for this particular project, or for a longer range plan 
of increasing output On the other hand, if you start developing those basic 
.services in relation to that particular project that you have in mind, it cer¬ 
tainly tends to make your project very much more expensive because these 
basic services have some very awkward characteristics They are not directly 
productive and therefore you may go in for a very long time without getting 
any direct return It lengthens the time until you get the fruits of your 
development project very considerably, if you have to go in for improving 
your basic services first. If you have to start building a harbour first and im¬ 
proving port installations, building a railway, building a road, providing 
repair and service facilities for the machinery that you are going to use, pro¬ 
viding housing for the workers that you are going to hire, or the farmers 
that you are going to introduce in your area of development, it makes the 
time period required very much longer, since the time period of the 
directly productive part of the project may also be very considerable 

You have got to consider the question of time How long am I able 
and willing to wait^ If you go in for these projects, it is not possible to 
■expect immediate results, in the sense of an increase in the output of con¬ 
sumable goods or of goods that can be put back into development in the 
immediate future That is the trouble with these projects On the other 
hand, for that reason you may decide, “Well, let us go slow on these service 
projects, it is certainly true that the facilities are not very suitable, 
they may not be the right kind, they may not be rightly located in 
relation to my development project, but may be I can manage 
it. There is a certam railroad there, it may not have the right 
terminus or it may not be able to stand sufficient traffic of development, the 
rolhng stock may be very old, the engines may need repairs, but it may do, 
I can start with my project using what I have got”. 
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Dangees op Economising in Basic Services 

Well in that way, it is nearly always possible to economise It will 
senerally be possible to make the cost of your direct projects a great deal 
cheaper The initial capital cost may be a great deal cheaper and above all, 
YOU may be able to shorten the period of time, until you get results m that 
way It may be possible to get results in three or four years ’time, instead of 
ten or twelve or fourteen years’ time On the other hani, there are two 
ureat troubles, on the basis of past experience, arising in such cases First 
of all, your project may be incapable of expanding later on That means 
to say, the arrangements that you make now, using an obsolete harbour, with 
obsolete equipment, not properly dredged shall we Say, without proper rail- 

_well you may be able to handle your first two or three years, while the 

project IS building up, m that way, but when the project is completed or 
when it IS expanding after completion, it may turn out to be uneconomio, 
m the sense that your current cost of keeping your project going m ay be very 
much higher than it need be That is the first drawback if you utilize the 
basic services which you have got, however, imperfect they may be, and of 
that no doubt there are examples in your mind 

The second trouble with this ‘make-do’ approach is that if you improve 
vour basic equipment, you not only improve the efficiency of your directly 
productive project, you also create the preconditions for some other project. 
In drawing up your development programme, one of the most important 
points, clearly, is to have in mind, not only ‘What am I doing at this 
moment ’2 but ‘What is the next step’* For instance, you may have an 
agricultural development project in a certain area You may be convinced 
that your basic services are sufficient to cope with the increased output 
that you think you will get from your project But the thing will not stop 
there—^At least you hope the thing will not stop there As a matter of 
fact, if the thing stops there, you might think your development has been 
a failure If you remember what we said yesterday, about the principle 
of cumulation as I called it, the point about development is to carry on. 
Ifot to get somewhere and then stop there, but to carry on 

Now, of course, the subsequent development which you get may not 
be m the same region—it may utihze different kmds of basic services That 
js a possibility hut I think the normal case is that there will be subsequent 
development in the same region, the same area, If your first project has been 
successful you may have industrial or processing plants in the same region. 
You may get industries attracted to that area by its increased purchasmg 
power, you may have towns springing up in that region which have a demand 
for water services, for gas, for electricity, for public utilities of all kinds 
The danger in trying to speed up the moment that you get results from 
your firstdevelopmentproject, by cutting down expenditure on your basio 
projects, IS that you may be alright for a time, but later on you may be in 
trouble, and quite often, it may be too late then later on to start laying 
down the right kind of basic services 

That IS another point to consider In development planning, you 
have some improvised services laid down now, 
an ey II do for the next ten years; m ten years time, if or when they prove 
be msunicient—well, then I’ll add to them and improve them” Well, that 
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sounds an easy and commonsense approach, and quite often it is a possible 
approach But you have always gob to be very careful not to assume that it 
will be possible to do it that way when, in fact, it may not be possible, 
Bor instance, onoe you have laid out your services in a certain way, once shall 
we say, enlarged a certain port, or created certain port facihties, built a rail¬ 
way to a certain place—even if at a later stage, it would prove to be much 
better, to have a different port or a different kmd of transportation, and a 
different kmd of railway, it may be very difficult to undo what you have 
done at first. It is one thmg to start sometmg and it is another thing to scrap 
it again You cannot always assume that you will be able to improve on what 
you are domg now In such cases where a project is very big and might re¬ 
quire new basic services, it is always essential to think ahead, in longer terms 
Now you will ask me “what has economic calculation to contribute to cases 
of this sort* What can I do to work out whether it IS economically better 
to economize expeiiditure now and use what I have got and get my results 
ui qmckly, but possibly having trouble at a later period, as against the 
alternative procedure, which is to be very patient, to start dredging a port 
and providmg for handhng equipment, developmg a town and buildmg rail¬ 
roads, and not expeotmg any immediate return perhaps for another ten, twelve 
or fourteen years*” 


The need for judgment 

Well, we shall consider that question in more detail at a later stage— 
there are certain answers to this kind of important question that emerge 
from a cost and benefit analysis m relation to the economic system as a whole 
But one point that I want to make now at the begmnmg is that fundamental¬ 
ly, this is not a question of calculation You cannot hope to sit down with a 
pencil and a sheet of paper and come out with an answer to this kind of ques¬ 
tion. This kmd of question is a matter, strictly speakmg, on which the techni¬ 
cian, who works out projects as well as the economist, must submit to the 
views of the politicians It is a matter of political judgment Whether it is 
better to get results in three years’ time and to have trouble in ten years’ 
time and deal with it then as it comes, or else to forsee all these difficulties,, 
to be very patient now, to spend a lot of money now without return, but be 
reasonably certain that we have built to last, a project that will develop 
and not give any trouble in later years—well, fundamentally, that question 
is a question of political judgment Is the population of that country 
willing, or IS the government of that country willing to wait* Are they 
strong enough, if you like, to tell their people,“these things are necessary, 
but for a long time you must not expect any returns from this.” “It is 
better to do it that way because in the long run we will build on better 
foundations if we do it that way, but you must not expect any early returns*” 

The technician and economist has a great deal to contribute to ans¬ 
wering that question, they will have to supply the politicians with the 
materials needed for answermg these questions I would even go a bttle 
farther than that Quite often—if you take the actual situation as you find 
it m many underdeveloped countries and in many developed countries— 
you wiU not get any clear diregtion in that connection at all. You wiE not 
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be told that you should lay out the project on those alternative lines, 
either three years or live years for quick returns, or ten and fifteen years and 
safely founded, You will not be told that Quite often the situation is that 
if you produce too many alternatives for the people in charge to make up their 
minds about, they will suspect (although quite wrongly) that your planning- 
is wrong because you do not come up with one single set of definite figures, 
definite time periods, definite suggestions The mature politicion, the mature 
minister, the mature government will appreciate the working out of different 
alternatives because that is the scientific approach to development planning. 


Political judgment, in the light of all the available evidence, that is the 
way it should be done, but in practice, the number of alternatives will have 
to be limited. There is always a limit, first of all physically, to what one can 
do in preparing plans and also there is a limit to what it is wise to do in certain 
conditions My proposition was not that the economist and technician 
should fade out of the picture, that they should withdraw completely when 
a decision of that kind has to be made He has got to supply the raw 
materials on which the answer can be based, but he cannot make that deci¬ 
sion himself ultimately If a technician or economist makes that kind of 
decision, he is not acting as a technician or economist, he is making a judg¬ 
ment, a political judgment He says he can afford to wait for twelve or fifteen 
years He may be in a better position to make that judgment than a politi¬ 
cian because he may know the available resources better, he may know the 
importance of advance planning, of related services better than a politician 
who may be too impatient to get immediate results because his electoral pio- 
speots may depend on it The technician may be better qualified to make 
that judgment, but it is still true to say, that if he makes that ludemeiit 
that is not economic planing, that is not the preparation and appraiLl of a 
Project, that is a judgment You cannot support this kind of judgment 
on purely scientific grounds It is not the result of pencil and paper work 


Provision of general services as private investment jointly -with 
directly productive Projects. 


Now let us return to our question of the relation of overhead projects 

a Dubhc J illustration not of 

a public project, but of a private development project So far we have nnlv 

been talking about public projects and public programmes quHe natmafiv 
that is our mam interest, but we should always remember thali in practical v 
all countries that are represented here, a good deal of economic Zebpment 
takes place under private direction and private auspices You muKver 

£veloSem^mot% relationship between public 

SSinuthatS development. IS, in a sense, the most im¬ 

portant thing that determines the efficiency and the quality of a develonmcnf 

■"whether a development programme is good 

Xfri' .""’h d'™l«P»>e«T!er°a°re 

F y. ims private firm may need a lot of electric power as many 
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industnes do Now supposing that the public power facilities, which are 
part of the overhead equipment of an economic system, are in sufficient 
The obvious solution for a private firm would be to set up its own private 
plant That of course is not a very desirable solution; it has a number of 
drawbacks It may look like a very convenient arrangement to save pubbc 
money When you have a private firm which comes along and says “We 
don’t want any public power facilities, we are willing to set up our own private 
plant” your initial instinct might be to say “That’s fine—^it saves public 
money” But let us look at this proposition from the point of view of the 
economy as a whole It may be very wrong, very irrational to allow 
private industrialists to set up their own private power plants even though 
they are willing to do so 

I want to point out that before accepting such a scheme whereby the 
owners of the directly productive projects undertake their own overhead 
projects providing their own loads, transport, power, water supply, etc , 
there are a number of points that you should bear in mind I shall list seven 
points which are aignments against permitting a private firm to proceed 
in this manner which you should consider before making up your mind We 
shall then discuss situations where this arrangement may be accepted 

(a) Disadvantages — 

( 1 ) The private firm setting up its own generating plant, as m ray 
particular example, will still use exactly the same resources that the public 
authorities would have to use That is to say, there is a saving to the public 
authorities in the financial sense, but there is no saving to the community 
as a whole in the real sense The community as a whole will still need exactly 
the same resources of labour, material, equipment foreign exchange in so 
far as equipment has to be imported, etc 

( 2 ) The second point which I think is also of great importance to 
underdeveloped countries, is that if you expect those directly productive 
yirojects like factories, to provide their own servicing, you greatly increase 
the cost of industrial activity You see, a firm which starts production and 
draws its electricity from an existing network of public utilities, has got no 
initial capital outlay—it pays for its power as it goes along, as a consumer 
of power. If you expect firms, or force firms, through the absence of public 
services, to pay their own installations of this kind, you add very greatly to 
the initial capital coat, and therefore to the risk of industrial enterprise in your 
country Now, in nearly all cases, that will be a very undesirable thing to 
do , one of the problems of underdeveloped countries is that tlie risk of 
operation already tends to be greater than it is in highly developed countries 
New enterprise is either absent or thinly represented Often the people who 
have the money who might start factories, prefer to play safe, to buy land 
or to buy gold, or to take their money abroad Therefore, any arrangement 
of the kind which we here discuss, which directly adds to this tendency, to this 
unwillingness, to this shyness of domestic investment, is evidently a bad 
thing 

( 3 ) My third point is, that if you have public power service development, 
you have conditions of fairly fair and free competition between different 
factories Generally speaking, electricity will be supplied on identical 
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terms to different factories, producing the same thing and using electricity 
But if private firms are expected or allowed to set up their own power-houses, 
you create a condition that is favourable to monopoly One firm may 
have the money to do it, they may have the liquid resources to build their own 
private station and therefore they can go into operation But another firm 
may not have the money ; and it does not follow that the fii m which you 
shut out from production, because it has not got the money to build its own 
private station, is any less efficient han the first firm The first firm may 
be an old-established concern which has accumulated reseives over the last 
twenty, or fifty, or hundred years , or the people who are behind it may be 
very wealthy individuals, with large land holdings, or other holdings, and 
they can afford the money But the people who may be able to conduct 
production most efficiently, may be people without money to begin with. 
To penalise this second group of people by expecting them to incur the initial 
capital cost of the services which they need in addition to the current cost of 
production, may be a very unwise thing to do It may cost you dearly m 
terms of lost development opportunities 


( 4 ) A fourth item which has to be consideied is that the private provi¬ 
sion of services may compete with your public services piogiamme for 
scaice materials or for scarce services or for foreign exchange As you will 
know, quite apart from the shortage of foieign exchange, it was very difficult 
to obtain generating machlnelJ^ then it became a little easier, but now it is 
again almost as difficult as it ever was after the war to obtain machmery 
Therefore, you must always consider if you permit piivate service dove- 
lopnvent of this kind, whether that does not ictard your public service pro 
pmme, whether It is possible to add up the two Sometimes it is possible’ 
to add them up, but quite often you will find that by having individual fac¬ 
tories build their own power-houses, you letard the progicss of vour nubhc 
electiification programme a n 


( 5 ) Fifthly the generation of electiic power is one of those activities 
that are subject to the law of increasing retuins Genei ally speaking, it is 
more efficiently done if it is done on a large scale Now if you split up your 
provision of power into many small-scale plants, each factoiy rnnkim 

generate any more than they need for 
f no V T 1 “"y set inefficient production Your^real cosJ 

Country is likely to be higher than if you had a 
veil developed public service system , that may be true, both in the i eal sense 
and in the financial sense In the real sense, your cost of production marbe 

luSo,! ■'“'““I of p™- 

competitors may uroducp ni j 1 foreign competition \our foreign 
built your factories vou mav of production and when you have 

foreign compeS ^P^^rato them efficiently against 

to c 4 e doTn you facS-ies^w T difficult choices, "either 

ment of that plZcuhr ZZ’ “to develop. 

paiticular kind, or else to protect them by a high tariff, which 
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may again adversely react against your exports , if you shut oflF the imports 
of other countries, other countries may retaliate, and may put a tariff against 
your exports. In that case, your export proceeds may be reduced and your 
development may be slowed down in that way You will have less foreign 
exchange to import machinery. Inefficient production on the part of the 
directly productive projects, as the result of absence of good overhead 
provision, is a very serious matter In the financial sense, if these firms 
make a lower profit than they could make because their cost of providing 
their own power is high, their taxpaying capacity will be lower , industrial 
profits are one of the mam sources from which new development is being 
financed , either directly, if these profits are ploughed back into the business 
for expansion, or alternatively, the profits may be taxed and the Government 
may use the proceeds to finance public development projects However, 
if the profits are reduced as the result of absence of public services for these 
directly productive projects, all these possibilities of keeping development 
going and of making it a cumulative process will be that much reduced 

( 6 ) A sixth point is also important If each factory provides its own 
electricity, as in our illustration, you cannot have a properly balanced power 
load in jour electricity system. One of the great advantages m operating a 
balanced and interrelated power system is that you can distribute the load, 
shall we say, between residential use by prnate persons and industrial use 
Industrial use very often is during the hours when residential use is low 
and in that case, if you have an electricit}^ plant whieh caters both for resi¬ 
dential use and industrial use you can spread out your consumption much 
more easily and lower your cost and increase revenue from your electricity 
plant But if industries pronde their own electricity, you may be left 
with residential use only, and the public power projects that you set up will 
be inefficient for that reason That is to say, the provision of a private project 
of this kind may react unfavourably on the efficiency of your pmbhc service 
system 

( 7 ) I’lnally, there is a seventh objection to consider. The tendency for 
factories to have to geneiate their own electricity because there is no proper 
public service system also mav lead to inefficient dispersal of industries and 
factories You see, if each factory had its own power house the factories 
tend to be widely dispersed over the country , but if you have a public service 
system industry tends to be attracted to those areas, to those locations 
where the power is provided—the availability of cheap and dependable power 
is one of the great attractions for industry If you can properly group your 
industries around your power system, you may achieve very considerable 
economics from this industrial grouping If you permit, or encourage, your 
factories to provide their own electricity, you cannot get these advantages 
You may have a factory in this comer—another factory in that corner, and 
it may berome difficult and expensive later on to mtegrate these isolated 
factories into an industrial area 


WeU, here are seven points which illustrate the kind of objection to this 
particular arrangement I do not claim that my list is complete. Possibly, 
there are other points that are m your mind. 
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(6) Advantaties — 

However, before, you rush to the conclusion that such private provision 
always bad,’and that overhead services and directly productiove enterpnse 
should always be clearly separated, let me give you some illustrations of 
conditions where it may he peifectly justifiable 

(1) In the first place, the seven points which I gave you now may not 
apply in all conditions Take for instance the sixth point, namely, that in 
iwing out a network of electric power m a country, one has to be very 
careful about the balance between residential use and industnal use, in order 
to obtain the economics achieved by combining electric supplies for different 
kinds of uses Now that need not always be an objection to private genera¬ 
tion That IS a matter for investigation and research in each particular 
case. It may be that your public service system is balanced as it is and that 
the industrial demand which comes from new factories may completely upset 
the existing system Instead of providing some balance, it may destroy 
the balance which you have got It may be that, at this present moment, 
you are engaged in a number of other development projects of a high degree 
of priority so that it would be wasteful at this particular moment to set up 
additional public capacity, simply and solely m order to cater for this 
industrial use In such oonddions, it is perfectly possible that you may 
decide, when you look at this problem in relation to the economy as a whole 
that the right thing to do in the circumstances is to let the factory, or the 
private firm, m the directly productive field go ahead, if they are willing to 
put fheir money into their own electric power supply If they reduce the 
burden on the public system and if they create better balance in the public 
system, it may be a very desirable thing to do 

(2) Take a second case Supposing the firm with which you are deahng 
IS a foreign firm, as may happen quite often Supposing it is a branch factory 
of a foreign enterprise and supposing they have got the foreign exchange to 
import machinery You have not got it The Government may be very 
short of foreign exchange. But this firm says “ We have no foreign 
exchange problem, our H 0 in New York, or London, or wliatever the case 
may be, will give us the foreign exchange for buying machinery ” Well, 
in that case, the alternative to thi.s development of private generating 
stations may be no power at all You may not be able to substitute a public 
service system for the private system. In that case, it might be very wrong 
to say “ We don’t want this private service system, because a public 
system is better ” If you cannot have a public system for lark of foreign 
exchange, but if you can have a private system, and if the factory that is to 
be based on this power supply is important to your economy, I think it would 
be generally wrong to say “ We will not permit you to have this private 
station ” 

(3) Let me take a third case, as an illustration. This case is also 
■quite important, something that happens quite often m a number of under- 
developed countries I said before, among my se\en points, that often it 
wl be better to tax a private factory, to take the money from them which 
they propose to put into this private electricity station and use the money as 
a contribution to your general public development programme instead But 
what it you cannot utilise those resources, by taxing the firm ’ Or if in 
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that case you run the risk that the firm may be discouraged, and will say “ we 
will close down, if you tax us too highly * ” Or if you cannot borrow the 
money from them, for lack of market for borrowing ^ In many countnes, 
it IS not easy for a Government to borrow money In some countries, 
there has been a condition of inflation, shall we say, for the past 20 or 30 
years which has destroyed confidence in Government bonds In other 
words, it 18 not always true that you could utilise the resources which a private 
firm has in order to add to your own pubbc service system. It may be that 
if you do not allow a private firm to use its capital or use its profits m 
creating its own power supply, that money may be distributed as dividends 
Your fiscal system may also be of the wrong sort, it may not be able to catch 
these profits for your development programme The result may be that 
they will pay higher dividends, it may be that the shareholders are abroad 
and therefore the income would be distributed abroad out of the country 
That would create balance of payment difficulties for you , it may mean that 
you would have to export and with the proceeds instead of adding to your 
development programme, you will have to find the money to pay the owners 
of this firm, who may be located abroad 


Need foe coNTiNtroTia economic analysis 

You see how before you make a decision on such a point, you have gob 
to go into the circumstances of the case T want to emphasize very strongly 
that there is hardly any development problem which can be treated as a 
purely techmcal problem Here we had a problem of the kind that looked 
purely technical—Private Electricity versus Public Service, but when 
you go into it, you hai'e to take into account matters which relate to the 
economy as a whole What are the alternative uses of these profits, which 
the firm intends to put into power supply * What are the alternative possi- 
bihties of your own Government to extend the pubhc service system * The 
point that I want to make is that unless you decide a case of that sort in 
the light of all the circumstances, unless you have a picture m your own 
mind of your economy as a whole, of its present situation, of what you are 
driving at, you cannot ansv cr even a technical question of that kind in an 
mtelbgent way, in the light way- 

ill Relations of Public and Private Projects 

Tlie question has been raised whether it does not follow from what 
I have said that everything should be nationalised, overhead services as 
well as directly productive enterpnzes in order to secure proper integration 
between the two Well, that does not follow at all These over head 
services that I have been talking about, will be very largely public services, 
in the nature of things, but we have certain kinds of oveihead projects 
where you may have private enterprise Power is an example In some 
countries, the provision of the “ public ” i e , general power system is left 
in private hands 

What my argument does tend to show is that the activities of any 
private groups which operate m the provision of basic services should be 
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controlled m the public interest It is not necessary that they should be 
nubholy owned My argument is that m integrated development pro¬ 
grammes, in so far as basic services are not public services, they should be 
conducted in such a way as to fit in with the public development programme. 
That can be done by giving these private firms which undertake these pubho 
service developments either inducement to do the right thing, or, alter¬ 
natively, by controlling them—one of the two I also want to point out that 
in general, private firms at this time are very reluctant to engage in this 
kind of public service activity Up to 1914, it was very frequent—foreign 
private enterprise operated railways, tramways and electricity, gas, water 
supplies m underdeveloped countries But at this present time, there is no 
inclination on the part of private investors, to go in for these projects First 
of all, a private firm which undertakes to run a public utility in an under¬ 
developed country, is always in a very vulnerable position These are not 
the projects on which you can make quick profit They are very slow 
yielding projects Their productivity is nearly always indirect The 
rate at which they can sell their services, electricity rate, water rate, railway 
rates are nearly always controlled There is hardly any Government which 
would permit a private railway company, or a private gas company to fix 
any price it likes, because the price of power or rail transport is much too 
important as a datum in the economic development programme of a country 
For all these reasons, because of the large capital cost required, the slow 
yield, the vuhierability, the fact that prices are nearly always controlled, 
there is, at this present moment, little inclination on the part of private 
enterprise, either domestic of foreign, to go into underdeveloped countries 
and undertake on a large scale the pi ovision oi these public services There¬ 
fore that particular problem whether they should be private or public enter¬ 
prise, IS largely academic 

But I would certainly not say that it follows from what I have said, 
that the directly productive project must bo a public project I can’t see 
how that follows at all The great problem in development planning is 
oo-ordmation between the public sector and the private sector What we 
call development programmes, m the great majority of all oases, aro public 
service programmes There are very few Goveinments at this present stage, 
among those which have private enterprise, which include in their develop¬ 
ment programmes the activities of private firms Yet, as I shall explain, 
the economic efficiency of a development programme depends on the fact 
whether the activities of private units and the public service programme 
part of the development programme are properly interrelated—whether they 
tit together or not 


Inducements and Controls 

Now one method of doing it, but only ono method of several, is nationali¬ 
zation If you nationalise your private firms, then they will be included 
in your public piogrammo and there is no direct clash between the two. 
But I should certainly not say that it follows logically from what I have 
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said so far, that these projects must be nationalized, or should be nationalized 
There are other methods of co-ordination apart from nationalization I 
mentioned already the method of inducement A Government which 
uses the fiscal instrument cleverly and in a consistent manner, can often 
induce private people to do what the Government want them to do For 
instance, you may, “ If you set up a factory of this particular kind, in this 
particular area, we will provide you with cheap water, cheap gas, or cheap 
electricity, we will train your workers for you. will exempt you from profit 
tax for the next five years, we will give you Government contracts, we will 
protect you against foreign competition, ” etc Th© Government has many 
such measures at its disposal On th© other hand, the Government can say, 
“ If you set up your private factory in this place, whore we don’t want you 
to be, or if you set up a factory for lipstick here, which does not fit into our 
development programme, well you can expect the worst possible treatment 
from us You will have to pay for your public Services that you require, 
you will not be protected from foreign competition Don’t come to us and 
say, ‘ I am a domestic firm, I have to be protected against foreign competi¬ 
tion ’ You will not get profit exemption , on the contrary, we will scrutinize 
your books and you will he taxed according to the letter of the law on all your 
profits ” Well, that is an example of trying to make the development 
project in the private sector fit in with the public programme by the method 
of discriminating inducements In the last resort, the most powerful weapon 
that the Government has to prevent these undesirable developments m the 
private sector, is direct phyoical allocation The Government can always 
put itself in a position, especially in times of shortage, to say, “ We don’t 
give you any foreign exchange to import machinery to set up a lipstick 
factory, but if you want to set up a cement factory, we will give you foreign 
exchange,” etc 


Need for including the private projects in development 

PROGRAMMES 


You may now discern the point that I am driving at The development 
programme of an underdeveloped country, if it is to be a real development 
programme, must include the measures of inducement on the one hand, 
or of control and penalty and prohibition on the other hand, by which the 
Government proposes to make the activities in the private sector, and 
especially those directly productive projects, correspond to its own direct 
development programme, which will very largely be a pubhc service pro¬ 
gramme This major point I shall again want to make it at a later stage, 
but provoked by the discussion that has arisen on the basis of the distinction 
between overhead projects and directly productive projects, we may come 
to it here and now A development programme which includes only pubhc 
service projects, and nothing else, is not a real development programme 
It is a collection of projects, and mind you, I am not running it down It 
may be much better than no programme at all It is much better to put 
all your public service projects together and see what they add up to, and 
how they fit in with each other That is an immense improvement, compared 
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With just having one project after another, without any conscious adding 
UP An economic development programme, however, must include the 
activities in the private sector—if there is a private sector Your public 
service progcamme may look highly efficient taken by itself, but you cannot 
possibly judge its real economic efficiency unless you consider what will 
happen m the private sector 

Your public service programme cannot possibly be drawn up unless 
you know or have found an idea of what is going to happen in the private 
sectors If cotton production develops in your country, quite a different 
kind of public services will be required—different harbours will have to be 
developed, different roads will have to be developed, different settlements 
may have to be established, different housing policies will have to be formed - 
compared with what would happen, shall we say, if you develop a system of 
.subsistence farming by small farmers for their own consumption Now there 
you have an illustration of how a public service programme may be good, 
if you look at it by itself, in the sense that it has been technically well pre¬ 
pared and everything fits m very nicely, everything is vo’-y carefully worked 
out, what we now at this Centre call the cost and benefit appraisal has been 
very nicely done. But whether it is a good programme or bad programme 
in the economic sense, no one can tell at this moment The determining 
factor, which will decide m the end, whether this is a good programme or not, 
IS whether the Government has made the right assumptions about what is 
going to happen in the private sector, or whether it has mido the wrong 
guess 

There are several possibilities Perhaps you have made the right 
guess, and private enterprise does by itself what you expect them to do. 
That, however, is an unlikely coincidence In that case, you have been very 
lucky, and you can safely adopt, what in political philosophy is called a 
kisser—faire attitude to private enterprise, a live and let-live attitude You 
can leave them alone. In that case, you do not need to have any public 
planning of the private sector You may still want to do it for other 
reasons, but you don’t have to have it But if private enterprise does not 
do what you expect them to do, then you cannot have a live and let-live 
attitude to private enterprise, or else your public programme service will 
be wasteful But even then it does not follow that you must nationalize 
private enterprise, because there may be other ways of making private 
enterprise fit in with your development programme It may also be open 
to you to change and re-adjust your pubbe service programme 


11 point has been made that often the public authorities know perfectly 
well what is going to happen on the directly productive side So if only 
ey provide the services, there is no need to worry about that very much, 
would certainly agree with that as a general proposition, as long as you 

Centre, in terms of specific agricultural pro- 
jects It you provide the irrigation, you can be fairly certam that farmers 
ut the kind of problem that I have in mind in this course 
f undertaking of particular projects, but public service 

timr anticipated development perhaps m 6 or 10 or 20 years 

me. When you lay out the power system of a country or the railway system 
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t\ie road system of a country as a whole, not for a specific project, your 
problem is quite different If we deal with one particular project, the 
problem is much more definite How much equipment do I have to bring 
in, in order to undertake this project ? How many tractors, how many 
bulldozers, how much machinery, how many excavators * What roads, 
what depots, what facihties do we need to brmg this equipment in '> What 
facilities do we have to have on the spot, to undertake this project, housmg 
for the workers and all the rest of it ^ What facilities do we need to cater 
for the increased population, which we may attract mto this particular 
area when we undertake the project ^ Then again the product that we pro¬ 
duce, the increased product, has to be moved and marketed It may 
Iiave to be processed All that requires facihties 

But what I had m mind now is the construction of railways, not to 
cater for a specific project, but to open up your country, or particular regions 
of the country, in a more general sense The buildmg of railways, as you 
know, has played an immensely important part in the economic develop¬ 
ment of the United States, or of Asiatic Russia The railways in these 
huge continental areas were, you might say, the skeleton around which 
the Bjrstem grew Now, if you are faced with a problem of that kind, you 
deal with a different set of unknowns What is the best way of opening it 
np * Air Transport, Railway, River Transport, Road Transport ^ Suppos¬ 
ing you have decided on Road Tiansport Plow many mam roads, how many 
secondary roads ? How to maintain the roads 2 Where to locate the 
roads * For how much traffic shall we provide, for what kind of traffic 

In this kmd of problem, I think in general the situation will be that you 
cannot tell for certain, at the time you develop your project, what the 
demand for your services will be Now there are two possible answeis to 
the problem which I thmk are wrong, and which I did not want to put 
forward The first wrong answer to this problem is, “Let’s not build our 
roads Since we cannot tell for certain what is going to happen, let us do 
nothing at all.’’ 

The second solution is this, “ We cannot tell for certain, what is going 
to happen, but we want this railway, we have our plans, therefore, we must 
press economic reality into the plans that we make for it This means we 
must regulate the economic life of the region in all details We have 
built a road here on the assumption that farmeis will grow sunflowers in this 
particular area Therefore, in ten years’ time, we must force them to grow 
sunflowers m this area, so that our public service scheme is right ’ ’ That 
approach is also wrong, because in the process of justifying your public service 
programme, by forcing private activities mto the pattern that you have 
laid out for it, you may do more harm, than by admitting at a later stage 
that some part of your development programme was wrong 

You can never accurately foresee what is going to happen, and if yon 
have pubhc service development of this anticipating kind, which does not 
just cater for a specific project or for a given demand, but which looks ahead, 
you will always make some mistake That is inevitable in the nature of 
things It is not possible to have perfect foresight of what people in the 
private sector are gomg to do in the next 20 or 30 years If you have a 
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^PTifral authority and the desire to do so, you may possib’y force 
into dome what you had planned for them But that is not necesaanly 
wav of planning economic development It may still be cheaper 
f Iprunvate activities, in 10 years’ time, take place m the regions and m the 
wav w^hich seem best suited to the conditions in 10 years’ time, and chPnpc 
Tvihhc service projects accordingly, or even write off some of your 
nSe^service programmes as a mistake Those two approaches I should 
^ . arc common defects of planning for economic development, either to lie 
hke Buridan’s ass between two bundles of hay and do nothing becausxi 
vmi can never be certain what is going to happen , or alternatively to 
- We assumed that this was going to happen, therelorc, whatever the 
economic cost may he, we must see that this is going to happen These 
two approaches, to my mind, lead to waste of economic resources and retard 
economic development 


The NEED FOR RESEARCH AND INDUCEMENT 

The only right course that I can think of is to make as ceitain as you 
can at this particular moment, that your assumptions are right For 
instance, if you build, say, roads, in order to open up a certain agricultural 
district the important thing is to go through a great deal of detailed research 
to make sure that this particular aiea is actually the one that is most suitable 
for agricultural development, to go into a great deal of soil testing, to deter¬ 
mine what are the right kind of ciops that can best be grown in that parti¬ 
cular area, to study production, consumption and price prospects for parti¬ 
cular crops That is to say, to take a great deal of time and trouble over 
working out what would be going to happen in that particular area in the 
light of the present circumstances, it everything went aocording to scientific 
analysis and if the r« mer ors industrialists who are going to settle in this 
area did what is best in the light of your research Then when you are 
convinced that your assumption is the best possible from that point of 
view, try to induce private enterprise to develop on the lines that you are 
convinced, after all this painstaking research and investigation and 
analysis, is best for the economy as a whole 

You will never be able entirely to induce the private sector to conform 
to your assumption Prices may change, and crops which seem to be pro¬ 
fitable now may not be profitable in ten years’ time Instead of growing 
cotton, people may grow rice, and all your harbour development, shall we 
say, which was based on the assumption that there would be cotton develop¬ 
ment, may be thrown out of gear That is possible, but all the same, this 
seems the only feasible approach First, a great deal of trouble in finding 
out what activities in the private sectoi are likely if the private sector 
develops on the lines that would best serve to increase production in your 
economy as a whole Secondly, a set of measures, partly controls and partly 
mducements, to try as far as possible to get development in that area which 
you open up into the lines that you visualise 

Some of these things may seem very commonplace, for instance the need 
for careful preparation and research But, there are many examples that 
one could quote where a development of this kind is lushed and is based not 
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on a detailed examination but shall we say on some wild guess, or perhaps 
based on the needs of the moment, which may be very temporary needs 
Perhaps the best example that I can think of is the famous groundnuts 
scheme in Africa The need of the moment clearly was to increase oilseeds 
production There was a world food shortage, there was a very specific 
shortage of fats and oils and above all there was an even more specific 
shortage of fats and oils from non-dollar sources Because there was this 
over-ndmg need of the moment, people allowed themselves to be rushed in 
their decisions Take for instance, soil testing which I had mentioned 
before. There was no possibility of mechanical analysis on the spot And 
m that particular case that proved a fatal mistake because the soil m the 
area where the groundnuts were grown contained a much higher clay content 
than had been assumed. And as a result of that, the soil was much more 
compact and much more abrasive than had been assumed This is quoted 
not by any means as the only case but for illustrating the kind of mistake 
that IS made in many of the projects 

The risk of public service projects 

Let me point out first of all, that public service programmes involve 
risks—as I have said before You may be right or you may be wrong But 
if you do not provide the right sort of public services in youi country, you 
do not reduce the risk, you only shift it on to other people. One of the 
great drawbacks to the development of enterprise in underdeveloped coun¬ 
tries, 18 the fact that to start a new factory, a new plant^,tion, a new farm, 
or any new business of your own, is much more risky than it is in the more 
highly developed countries In the highly developed countries, the risk of 
enterprise is greatly reduced by the wide availability of supplies and of all 
sorts of services If you start a factory in the United States or m England, 
you can be absolutely certain that you will get your power, you will get 
your tran port requirements, the boxes and crates that you need, the com¬ 
ponents that you need, etc All these things are laid on for you—all you 
have got to do is to ask for them Therefore, if you fail to provide public 
services, you may, of course, reduce the risk of being wrong m your plan- 
ning—you may be able to pat yourself on the back and say “I have not made 
a mistake”—and yet as planners, the job is not to avoid making a mistake, 
but to promote economic development. 

Supposing I provide public services which are not quite of the right 
kind, in the sense that looking back on it m ten years’ time—I decide that 
I would have done things differently if I had had perfect foresight—I would 
have put this road here, not there, I would not have gone in for hydro- elec¬ 
tricity, I would have had a thermal station there, etc But m spite of these 
mistakes that I made, I am glad that I did these things ten years ago The 
benefits from it may not have been quite at the theoretical maximum, yet 
this service provision has amply repaid itself m terms of the economic deve¬ 
lopment that I got—in terms of the increase in the national income That 
is the only test of provision of overhead services, whether they make them¬ 
selves paid m terms of the increase of national income that you get as a result 
of it. If you get that result in those terms, your public service provision 
has been productive, and you don’t need to worry about the mistakes that 
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you made Then it is not a matter of great worry that if you had shown 
prfeot foresight—if you had known exactly what everyone was going to 
5o—what prices were going to be like, what private industrialists were going 
to do, what imports and exports were going to be like, then you would 
have done things differently 

Provision of these overhead services in your public development pro- 
gramme is like buying an umbrella It is no use when you have got an 
umbrella, to avoid getting your umbrella wet You can always conserve 
your umbrella—it will last you longer, if you do not expose it to ram Just 
keep it at home when it rams But that is not the purpose of an umbrella 
You will not think you are clever because you have preserved your umbrella 
and did not make the mistake of getting your umbrella ruined The um¬ 
brella pays for itself by fulfilling its basic purpose—Keeping your clothes 
dry. 


The same thing is true of these overhead services The idea of laying 
out a network of services is not just to have it. These services are not pro¬ 
ductive by themselves—they are agents in production To argue, that the 
best plan is not to have any overhead development at all, until after theie i.s 
a fl.xed demand for it—that is behaving like that person with an umbrella 
who does not want to take it out into the rain The purpose of an overhead 
programme is to stimulate development and in that process, inevitably, 
there are mistakes—there can be no certainty in life There are many deve¬ 
lopment programmes of this kind, that you can tell now' that m some res¬ 
pect have been wrong, and yet at the same time, they have been justified. 

I suppose you all know the famous story of Buridan’a Ass—the famous 
ass, who was faced with two bundles of hay, which were equally juicy 
equally nice, equally attractive, equally colourful. That poor ass’ 
could not make up his mind, which of the two bundles of hay he was going to 
eat, so he just laid himself down m the middle between the two and starved 
to death That shows what may happen if you are too meticulous about 
showing perfect foresight m your public service programmes There are 

situations, where it is better to do something than to do nothing_oven when 

you can not be quite certain that you are doing exactly the right thing 


This I wanted to say m order to balance what I said, in my last lecture 

about the great need for detailed and careful research That is a different 
matter Careful and detailed research is never a waste of time It js not 
what I would call doing thing When I say it is wrong to lie down and do 
Mthing I do not mean it is wrong to wait until by careful research you have 
teenaWetoestabhshexactly what 13 wanted, what is the best'^way of 

doing this job—that is not doing nothing ^ 


The time to wait and the time to aot 


one of the greatest sources of mistakes in economic 
ment programme, has been, first, to wait too long without having i 


develop- 

program- 
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me at all, and then when yon have got your programme rush it through 
without sufficient research This means, first to allow yourself too much 
time, being inactive, letting the directly productive pro]ecta grow and wait, 
mg too long before thinking out your overhead projects, but then rushing 
into it You can make great mistakes and waste a lot of money by not 
giving yourself, at that stage, a year or two for careful research of the kind 
that I mentioned at my last lecture—soil-testing and so forth The import- 
ant thing is to be patient at the right time and to impatient at the right 
time It pays to be impatient as far as long run development planning is 
concerned when you think of the development of your country and what yon 
want the resources of your country to be in ten, fifteen, twenty years’ tune 
At that stage, my proposition is that it is important to be impatient and 
move your overhead projects ahead to provide before the productive pro 
jects are there But for short run planning, when it is a question of having a 
project and then trvmg to determine whether you should start it now, or in 
SIX months’ time, or in a year’s time—when you are faced with that sort of 
problem, my feeling is from studying these development plans and policies, 
that it pays to be patient 

But now let me mention another thing, which I also feel is very import¬ 
ant If there is a project that can wait, without any harm to your econo 
mic development programme, then it would be wrong to it now It would 
be wrong to do now what you can safely leave till later That is an im 
portant principle There are two reasons for that The first 1 easou is that 
if you Can wait with a certain project without any harm, then it is better to 
Wait, because in three yeais’ time or in five years’ time, you have more know¬ 
ledge, more data to go on, and you are less likely to make a mistake If you 
do something now—shall we say if you build an electricity station now 
to cate r for a demand that you expect in ten years time, w'ell then you may 
be quite wrong—you may build your power station in the wiong place, in 
the Wrong way, provide the wrong power capacity—possibly in ten years’ 
time, for all we know, there will be atomic power for industrial use, and all 
these power stations that we are laying down now will be partly obsolete 

The second point is that underdeveloped countries are poor countries, 
and it IS w'aatefiil to apply present resources on something that caters for de¬ 
mand intenyears’time This type of project should have a very low priority 
The point in development planning is to try to increase the resources which 
you wtU have available in five or ten years’ time, and if your development 
planning is successful, that is what is going to happen If you are right m 
your approach in ten years’ time you will have more resources to do this 
job—it will be easier for you to do it then Therefore it would be wasteful 
to do something now with your very scarce and limited resources that you 
could equally w’ell do m ten years’ time, when your resources will be greater. 
The right thing then is not to do something now that is only needed in ten 
years’ time The right thing is to place yourself now in a position so that 
you have more resources in ten years’ time, and can do the job more easily 
then If you have a job that caters for demand in ten years’ time, the right 
thing 13 not to do this job now, bat to do some other development job now 
that will give you mcreosed resources m ten years’ time, so that m ten years’ 
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tune you can do that particular job more e-sily As a general principle it 
js certainly right in development planning to say “never do now what you 
can safely leave till later" 

A very important point has now been raised and a point to which I u as 
just coming, namely, flexibility in your project How far is it possible u lien 
you have a combined resource project, shall we say, like the one that was 
mentioned (the Hamodar Valley Authonty) to do the urgent things that 
you need, hke irngation for example, immediately and be flexible, leave 
the rest for later* For instance, leave your power supply till later* Xow 
that may be very uneconomic. You must remember, the principle that I 
laid down, was never do now what you can safely or economically (I should 
have added that) leave till later When you have a combined project, your 
situation often will be that it would not be economic to do one part now and 
another part later—that might increase your cost It may be better to do 
the whole job now, because then you can do it as a combined job and derive 
great economies of planning and of production from doing it as a complete 
job—all at once In that case, you would not have a situation when you 
can safely or economically postpone it 


Well, of course, we all agree with flexibility—flexibility is sound and it 
is necessary It is ahvaya sensible to leave yourself s me elbow room m 
your economic arrangements If you can be flexible, there is no need to tie 
yourself down to a particular cause of action, if you can keep things going 
on a provisional basis and make some of the decisions in three or five years’ 
time when you know more—so much the better For instance, it might be 
possible to be flexbile in your roads—have the mam roads which will linlc 
yonr mam towns with your mam ports, but with vour secondary roads tliut 
cater for local agricultural production, let us have tw'o different plans ’ One 
perhaps, on the assumption that rice production will be started up and’ 
another on the assumption that cotton production will be started up 


The “point of no return” in planning 

We should always he flexible I think it is an important principle of 
development planning, that we should start from the situation as we find 
It at the moment and never go back into past history In development 
lasf fivJ I historical-to think too much of what has happenerfm tlie 
f Inr have got to take the situation as you find it and 

havrat T looks wrong m the light of the information that you 

m moment, you should always change it You should never adhere 

David LihenthaT t blueprint last year, or two years ago, As 

uutVfffrn chairman of the Tenessee Valley Authority 

puts itfrouihLs experience, you should never have one plan, you should have 

JvZZf By that he means that you^shoSrai rvs 

Z m to change ;S 

^ flexible Akn sense we shLld all 

L i*! the second sense that where we 

can make provisional arrangements andm that w-ay avoia the need f7r 
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making a decision now that we could make more usefully, more econo 
mically, at a later stage, we should do that 

But here again, I think I want to add a word of warning because there 
is a Trciich saying that I would like to quote, which I think is of great rele¬ 
vance to development planning “Rien ne dure que le provisoire” “Noth¬ 
ing turns out to be as permanent and lasting as the provisional arrangement” 
There are many development projects which have resulted m very lasting 
and permanent installations of various kinds which started out as provisional 
arrangements—as makeshifts In any development project, there is vhat 
may be called a point of no return There is a point where your opportum 
ties for flexibility have come to an end Supposing it is a large scale multi¬ 
purpose project like the one that was mentioned, when you are half way 
through your project, or before that, when you have made the dams, got 
your power equipment, etc , well, there is a point of no return At that 
moment, perhaps two or three years from starting the project, you may have 
arrived at a situation, where you may have to say. “My project is wrongly 
conceived. I was wrong in a number of assumptions that I have made 
My costa turned out to be higher Things have happened that I could not 
possibly have foreseen three years ago There may be war conditions or 
difficult supply conditions I cannot get the machinery that I counted on 
Prices have changed” And yet, at this point the right course of action 
will be to complete it, to go on as you have planned it, because the cost of 
scrapping your project or the cost of changing it radically at that advanced 
point, may be much greater than the waste involved in not having done the 
right thing from the beginning 

It IS one of the purposes of planning—right planning—to postpone that 
point of no return, to be as long as possible in a position that you can still 
change your project or your development plans in the light of changing cir 
cumstances But T think it would be futile to imagine that you can do that 
all the time There comes a point in the economic life of a project or m the 
economic life of a development programme where you have gone so far that 
vou have got to go through with it. When that point comes, when that 
happens, there is no point in being too historical Yon have always got to 
take ivhat you have got at the moment—those are my present resources, 
m the light of the present circumstances, what is the best I can do with them’ 
If your project is already half completed, it has become part of the economic 
landscape, of your present resources It is very important in projects of 
this sortr, to be aware all the time of the point w'here you can still change 
Am I at the point where I can still change^ Am I at the point where I am 
definitely committed to going through wnth it as planned’ Or somewhere 
m between, where I might still change some secondary features’ To change 
a little here, reduce a little there, add a little there’ After you have started 
certain projects, it is still vitally important to collect current information to 
see whether it would not pay ji-ou to change some of the features of the pro¬ 
jects, even if your project becomes technically less efficient But you cannot 
keep all doors open all the time The only thing to do in that case, is to 
postpone that moment when you are finally committed to a project as long 
as it is economically possible. You cannot postpone it indefinitely I think 
with that discussion we have a fairly balanced picture 
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lY Dispersed versus Concentrated Development 

Now let me take up another pioblem, arising out of this relation bet- 
sveen overhead and directly productive projects This is important, espe¬ 
cially m those underdeveloped countries which have a large aiea, countries 
like India, or China, or Brazil, or Pakistan The geneial picture in those 
countries will very rarely or hardly ever be the picture of a countiy that is 
equally underdeveloped in all its parts We always talk about countiies 
as either “highly developed” or as “underdeveloped’ That of course is an 
over-simphfioation It is the land of over-simplilication that we need But 
,in underdeveloped country is never equally underdeveloped In nearly 
all underdeveloped countries, there are certdin areas of urbanisation, in¬ 
dustrialization, or highly intensive agricultural development There aic 
ureas of higher standards of hvmg than the rest For instance, in nearly 
all underdeveloped countries, I think it is true that the costal area, oi 
Ihe area around the major ports, is more highly developed than the rest ot 
the country There are such areas as Shanghai, shall we say, m China 
The Shanghai area itself is hardly an underdeveloped area In the case 
of Brazil, you have a condition where the narrow costal belt and the Sa 
Paul region is fairly highly developed Brazil is an undei developed countr v 
lieoause its vast interior la always completely undeveloped I think tlie 
same is true of most underdeveloped countiies 


Now you are faced with an interesting problem You have your over¬ 
head services, your public services m one part of the countiy Let us as¬ 
sume foi instance, Karachi is the best developed part ot Pakistan in that 
lespect Karachi, shall we assume, has a good network of public services. 
Thcie lb water there, there is transport in the area, there is electricity, there* 
are harbour facilities, that health services are better m that area than’m the 
rest of the country That, of course, is only an illustration In the case of 
inma, you can easily think of two or three of the major towns which, with 
their surrounding area, form a fairly highly developed part Now here is 
your problem If I try to draw up a programme for the economic develop¬ 
ment of my country in such conditions, where do I start? It would be 
cheaper to build on what you have already got It would be cheaper to go 
on adding to the development of the area, that is already more developed 

IvpI TfL bs much cheaper to 

mnn V ^ than to try to open up the interior, because there you 

m required facilities already available In the case of Pakis¬ 

tan, it may be cheaper to concentrate further development, say m Karachi 

nrohlpV f 'rre dealing with the 

Ctrft whtfr ‘‘ok rf<l.vel„pm„l, .t .eem.log.Li: to 

EoS V ’'“'f-‘ho n»l underdevelopment iLnot to 

your one or two urban areas which are already highly developed 
uf. vrff ZcK‘"‘Ofor, where there p..e„ealb deESS,' 
overhMd fttil.tiilltf I {'»"■' dmectly productive project rtire the 

overhead faciliti other hand, the area where vour 

.h.t .hMl w. do inEorefEEtaLEf’' 
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The first thing to say is that quite often, the decision la not for th 
technician and not for the economist Often, there are political argnmenti 
for doing it the other way For instance, many of these big countnes—thal 
will certainlv apply to India, it would apply to Pakistan, it would apply tc 
Brazil—are also countries with a decentralized political structure They haw 
not only a cential Government, they have States, or they have Province 
with their ow n government, wath then own parliaments, with their owi 
budgets, with their own development plans Quite often, the deoisioi 
whether development is to be concentrated in one part of the country, or 
whether it is to be spread out more or less evenly over the country, is made 
for you You have got to accept political realities, and you have to fit ir 
with the political structure of the country with \\hich you deal It seenn 
futile for an economist, shall w e say to go into a counti y that has a decentra 
hzed stiucture of that sort, and to recommend that all development should 
be concentrated in the capital The individual States or Provinces may bi 
very powerful, and influential—thev mav be the mam agents of developmeiil 
w'ork, and they simply' w’ould not stand for it 

There arc other circumstances, where a country may have, shall we say, 
political reasons for taking development into the interior For instance, 
some of these very large countries have a great desire to integrate then 
territory—to link the various outlying parts of their vast territory by trans 
port, to'build a railway between the capitals of their outlying provinces, etc 
These countries very often feel that their first necessity is to link their area 
together in one unit Well again, quite often you have to accept that kind 
of position, where a country is determined, sliall we say, on political grounds 
to build a railway from its capital to an outlying province, in oidei to link the 
capital to the outlying districts, so that proper administration can take place. 
There is very little point in criticising that decision on economic grounds 

I would not say that in the approach to development planning it would 
not be verv useful, for your own purposes, from time to time, to ask yonr 
self this question • “Well, the actual distribution of ecnonomic development 
in my country is very largely determined by the amount of money that the 
various provincial governments have—but supposing that I did not have anv 
provincial governments^ Supposing I had a central government here, would 
I spread my development the same w ay, or would I do it differently^ Would 
I concentrate it in some areas’’ ? It may still be a useful thing to ask yourself, 
because it may tell you something about the economic cost of decentralized 
development It may be wasteful to decentralize economic development 
and spread it over the whole of your country, instead of concentrating it 
You may have to accept that as a practical planner, in the sense that all your 
schemes which did not fit into that reality, would remain paper schemes 
But from an economic point of view', you might still render useful service to 
your department, to your Government, or to your country, if sometimes you 
try to work out the economic cost involved in this kind of decentralization 

Let US return now to our previous question Shall I put my directlv 
productive project in the more highly developed area where the facilities 
are, or shall I go out into the wilderness and develop from nothing^ We 
are now assuming that you have no political limitations, that you are free 
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nawer that question as an economist or as a technician and development 
lanner My own answer to that question would be along these lines In 
Tactically all underdeveloped countries, certainly in all which are repie- 
ented here, the great difficulty is that national income is too low, that na- 
honal resources are grossly insufficient even to make a start in proper 
continuous and cumulative development planning We cannot go in for the 
ormal kind of planning until our resources have reached a ceitain stage 
where we can regularly spare from diiect consumption sufficient resources 
to get this cumulative process in motion But, to my mind it would be 

quite wrong to think in these terms now The important thiii t now must be 
to raise national income, to raise the level of resources as quickly as possible 
and as rapidly as possible to that level where we can begin to plan properh 
Now if that analysis is right, the answ'Ci that would be suggested to our pai- 
ticular question is that it would be right in such conditions to undeitake voui 
economic development where it can be done most cheaply, that is wheie tJie 
overhead facilities are already available, and to cany it into voui less ileve- 
loped parts—into the wijderness—at a later stage—thus utilizing the in¬ 
creasing resources that you will get from building up the areas that are 
already well developed now Then 5^11 can plan foi making youi develop¬ 
ment spill over into the less developed parts 

V Expensive and Inexpensive Development Projects. 

I said just now, that it is useful to split up economic development in two 
stages During the first stage, the important thing is to achieve a level of 
output which IS sufficient to make developiment cumulative, fiom that point 
onward Now if that suggestion is right, there are two problems F rst 
of all, what is this minimum level, as I want to discuss, and secondly, what 
do we do to get to tins minimum level^ I shall take the second question 
first 


The policy that would follow, from what I had said yesterday, is that 
m the early part of development, while you tiy to get to this level, emphasi 
should be heavily on cheap projects, that do not necessaiily involve any 
great capital outlay, that utilise as> much as possible existing services that 
are more readily available in the more developed areas and things that do 
not require much capital I think it should be an essential priority at this 
early stage m any development programme to think very hard and explore 
all possibilities of increasing output without capital investment 


Importance of qood institutions 


Now there is a good deal of economic development, that can take place 
without capital expenditure That is an especially imjiortant jioint to 
make in this place, because we here in this traming centre, quite naturally, 
tend to think of development being the result of projects thxt cost money 
Especially, we tend to thmk in terms of big projects Our whole approach 
IS baaed on the assumption that we are dealing with fairly large projects 
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whieli involve lonsiderable capital expenditure, and then you want to control 
this capital expenditure, to keep proper account of what you spend, compute 
the benefits and all the rest of it Now we must never forget that economic 
development may just as much clepend on good economic institutions as 
on economic projects. You can promote economic development often just 
,is quickly, and much more cheaply, by an improvement in your economic 
institutions, rather than by capital expenditure, by a project. For instance, 
to give you an obvious illustration, if a Government does not maintain 
l>roper internal law and order, if it does not maintain proper legal mstitu 
tions, under which property rights are clarified and protected, it may spend 
a lot of money on economic projects, having a big irrigation project, etc, 
but it might be much cheaper and more effective for economic develoj ment, 
if instead of devoting its energy to capital expenditure, it would improve 
economic institutions, provide better legal assistance, provide better property 
(urangements These things are vitally important Therefore quite 
often in underdeveloped countries, it is possible to come nearer to that level 
of output, wheri? a development porject or a development programme can 
begin to start the process of development, and without capital expenditure 
The first step in a development programme always should be to see, before 
we start spending capital, before we start .spending money, what are the 
improvements we can do without spending money Quite often the 
institutional improvements, which cost no money at all, or very little money, 
may provide an extra output that will help you very greatly to get to the 
stage where you can contemplate larger projects 

I cannot stress that too much The first job of a Government is to 
provide the right type of economic institutions for economic development 
That IS more important even than for a Government to have a big develop¬ 
ment programme When you are asked to write a memorandum, or form 
an opinion, on whether particular Governments follow the right kind of 
development policies, I do not start looking at their development programmes 
That IS the second stage Do not even immediately start looking at 
the financial policy of the Government, its measures to finance economic 
development The first job is to look at the general policy of the Govern¬ 
ment What IS its level of administration^ Does it maintain Law and 
Order'* Is the legal system of the country, suitable to economic development* 
Are the general health services -well administered* 

There was a U N mission to a country m Latin America during the 
last year One of the things that was pointed out in their report, was that 
the Government failed to maintain a proper control over milk supplies, 
That IS to say that a great deal of the tuberculosis and other troub'es m 
that particular country, could be avoided if the public authorities, both 
local and national, would fulfil one of the essential duties of Government 
to keep an eye on the quality of food Well, they were not doing that, 
On the other hand, the Government were going m for promotion of econcmio 
development by building hotels as pubbe enterprise, in order to attract 
visitors Now building hotels to attract visitors may be a very sensible 
policy, I shall not say anything against it If you attract foreign visitors you 
earn dollars, and m exchange you can import machinery. But it would 
have been wrong to say that the Government were properly promoting 
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economic development, because the more important thing, in that case, 
certainly was the proper eontrol of milk supplies 

There is another illustration m the enormous amount of political 
instability m some underdeveloped countries There you can say that as 
long as there is no stable government , or more stable government, it would 
he almost futile to have individual projects There can be no continuity of 
development policy, no private investor or producer wi’l know wheie he 
Btands, if the Government changes every two or three months ,ind the next 
Government comes forward woth a different policy from the previous 
Government 

Economic development does not start with capital projects The 
projects that we are discussing here, are the second stage in economic 
development The first thing to do is always to see, how you can promote 
economic development without spending money, without capital expenditure 
It seems to me to be a common mistake for the scarce resources of under¬ 
developed countries to be wasted by their preference for capital projects 
at an early stage, and a failure to do everything that could be done, to create 
the right kind of economic institutions ’ 


Cheap Projects 

Secondly, I think where development does require particular capital 
projects, the stress through that prelimmay stage should be very definitely 
on cheap projects By that I mean projects where the capital intensity 
18 low, you get something fairly rapidly, not in 20 or 40 years time but 
ncrt year or in two years’ time, without any heavy fixed capital installation 
For instance, at that stage, my suggestion would be, that if you could m- 
crease agricultural output, by better extension services, by improved 
^ J ® for instance, the priority should be to the movSn of 

af M because it does not cost^any money 

at this stage, and yield results more quickly Wherever i ^ 

those things that cost a great deal ofmoney to a latS^stage ^ ’ 

on the canals Another possibility that is h?,n absence of navigation 
(but again I am not savins that ran i ^ some countries 

flow of the canals as7prfme niover dmStTv W to use the 

It would save the cost of heavy ^eneratora power^ 

most evnor,=.„„ ^ n^nerators, winch of course, are one of the 



degree of pnonty at thrs prerenr^^^^ very 

any technicians from among you mil irer f *10 not know if 

wng. That is qmtfl possible but in thnt ^ 

illustration was wrong. ^ ^ “y principle but my 


31 



DEVELOPMENT PBOJECTS AS PAST OF NATIONAL DEVELOPMENT PBOOEAMMK 


VI The Initial Fund for Development 

The case oi? Russia 


Let me add something to this Quite often in the course of the economic 
histon 'if particular countries, you can point to a certain thing that happened 
to raise these countries to thin minimum level where the cumulative develop 
raent process begins That is my interpretation of the economic history 
of the TJ S S R Tn Russia, you have an example of what is clearly very 
suctessful planning for economic development, where economic leaources 
have been increased rapidly Take the period from 1920 to 1940—beyond 
doubt here is a very successful development planning ‘ Now the great 
mystery, the thing that should piizvle you, to my mmd is not so much 
what happened m the nineteen thirties Once the development plans had 
got going, in the nineteen-thirties, you can see the cumulative principle 
at work in Russia, where any new development where any new power plant 
shall we say, or any new large project helped again to finance some other 
project But what is of special interest in Russia, is the early period, the 
nineteen-twenties, say 1920--1925 How did they manage to get to that 
points They started up in 1920, from practically nothing They had very 
nth natura' resources, but apart from that there was a condition of 
toinplete chaos and lack of anything They must have been given a big 
push somewhere Tn 1920 they had a job to keep themselves alive, they 
weie starving Tn 1926 they had got into a position that they could start 
planning for economic development Now what happened between 1920 
and 192Gt 

What happened I think W'as tlie collectivisation of agricultuie in 
Russia That did the trick during these years. That produced the increased 
food output in Russia whif'h provided the initial fund Tt was the reorgani 
zation of the land teniiie system in Russia, land reform Now that is an 
example of one of those changes in institutions It did not cost them any 
money directly, but the purpose of collectivisation and land reform was 
to mechanize agriculture But the initial change, the initial develop 
iiient project was nothing that involved any capital expenditure, and m 
Russia, this institutional change was successful in the sense that it resulted 
in increased food supply, v. hich enabled Russia to increase the proportion 
of their population in industries Russia could not have undertaken these 
development projects, if she had not had surplus food from the countryside. 
That was the basic requirement. The thing was to achieve some surplus 
food supphes Once they had these surplus food suppbea, they could start 
planning In Russia, these surplus food supplies, on my interpretation, 
were secured by legal changes Tt does not, of course, follow that if other 
countries had followed exactly the same pohey, it would have had exactly 
the same results That would have to be separately studied foi each country 
But m Russia that was the single factor, that enabled them in 1926, to 
reach a minimum level where they could start planning for economic develop¬ 
ment After that it became much easier 
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What is the MraiMPM starting level for the ohmtilative process? 
(a) A numerical example 


Nest, I would like to take up the second part of the question to-day. 
What IS the minimum level that is required for continuous development? 
I will give you a numerical example which is very similar (although T have 
approached it m a sbghtly different way) to the numerical examples that 
you find m the U. N Volume, “Financing of Economic Development” 
You will also find it repeated and more fully explained in the Bulletin for 
Asia and the Far East for the first quarter of 19f)0, page 20, “Resources 
for economic development and financial institutions in the EOAPE region”. 
The best approach, to my mind, in trying to gain an idea of the minimum 
level of national income that is required in planning for long range economic 
development, is to start off with the increase m population You can lay 
down as a development policy, gradually to seek to reduce of the proportion 
that IS engaged in growing food (largely for self-consumption)—say from 
00 per cent which it is now, in those countries whicli are called under¬ 
developed, to let us say 30% or 25%, which it is in countries like the U S 
or in Austraha, which are still large scale food exporter's Now that might 
be the ultimate goal, to reduce the agricultural population from 90% to 
30% 

We may assume that the population of underdeveloped countries 
increases at the rate of 1^% each year If you put this increase m your 
population, into non-agrioultural employment it will leave agncu'ture, 
exactly where it is now- If you go on doing this for about 120 veirs’ 
in the end your distnbution of population will have changed, from 90% m 
agrioulturo—10% m non-agriculture, to 30% in agriculture—70% m non- 
agnculture Now you can shorten this period, of course, by assuming 
in our numerical example, that your increase in working population 
IS more than 1J%, that it is 2% It is fairly safe to assume that that will 
happen m the course of economic development You expect your death 
rate to go dowii, you expect many more of the people who are bom to 
survive to, Uiiid through working ag© 


Fn, p®!® numerical example Take a population of one million 

fim™ ^ population of 75 or 80 millions, just multiply all the 

inhabitants, you multiply everything by 

filSre BTtrr ^ double the 

ngure But take a milhon inhabitants as our basic unit. 

400 ^°Now wh^f " inhabitants, you will find a workmg population of about 
to Se population, is very difficult 

at hflrvPDf f agricultural population, everybody works 

the mnn-iorl ^ , shall we say, and 65, but excluding practically all 

up children anrs^forth^^T^^''^ hecanae they will be needed for bringing 
workmg p pulation In ®'^®' "®I^®umed to be directly part of tlie 
countrii ^the pJZ,W.nn countries, the mdustriahzed 

’ P P higher, because there is a higher proportion 
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of the populahon in the productive age In other words, in our unit we 
will have 400,000 workers. Now if >ou assume a 2°'o increase in working 
population, that means you will have an increase in your working population 
of 8,000 every year. In other words, voiir development problem is to place 
8,000 people each year in non-agricultural occupation 

Now how much does it cost to do sol Well, of course, a lot depends 
on what kind of occupations you have in mind There are some occupa¬ 
tions that require very little capital There are other non-agriciiltural 
occupations, like the steel industry or the chemical industry or other heavy 
industries which require an enormous amount of capital Now evidently 
if you try to place your increasing population in non-agricultural occupations, 
I’am assuming that you are not aiming during that period at anything 
like the industrial structure which the U S or England has got now You 
are not starting off by building up your heavy industries You are not 
starting off with steel, machine tools, heavy chemicals I am assuming 
that in your programme you follow the sensible policy of doing the cheap 
things first, of building up light industries, that require little capital That 
IS my first assumption My second assumption is that you are also not 
trying to apply the latest and most up to date and most highly mechanized 
American or Western European technical methods, that you are not for 
iiistanco, trying to mechanize everything, to eliminate hand labour shall 
we say completely from building operations, that you are trying to do the 
thing in intermediate stages, instead of headpans, wheelbarrows rather than 
bulldozers 

Now how much would it coat you to place 8,000 people in non-agricultural 
employment^ I think at present price levels, m a tentative way, 
based on experience in countries, that are similar in nature, 2,500 dollars 
per head is a reasonable figure If you place a number of people m light 
industrial and allied employment, it costs about 2,500 dollars per head to 
equip them with the capital which they need Here we have a first figure 
to go on Let me stress once more, this is not an American figure or Western 
European figure That is very much higher. 

Now for those 8,000 people, the annual increase, at 2,500 dollars per 
head, 3 '’ou get a figure of 20 million dollars, which is 60 mdlion rupees. To 
that 20 million dollars, you must add a certain figure You also have to 
have a certain amount of investment in agriculture Then, there is also 
your public service programme You see, you cannot just equip these 
people with the capital they need and forget about public services which 
we have discussed before Therefore to that 20 million dollars, you must 
make some addition An addition of 10 million dollars for these purposes, 
IS probably the minimum figure with which you have got to work Add 
to your 20 million dollars, this 10 million dollars that you need for other 
development, and you have a total figure of 30 million dollars That 
would be our requirement for a population of one mdlion persons, under 
the pohey that I have mentioned That seems to me a very modest, very 
conservative estimate of the cost of economic development, m the early 
stages. 
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What does this mean® In order to bo able to have capital investment 
million dollars you must surely have a national income, a total income, 
"hich IS not less than IS") million dollars a year. Let us assume that you 
^nput l/5th of the national incomo into capital, that you can save 20% 

S the national income from consumption 20% of the national income 

eoing into capital, is a very high figure, which is equalled in veiy few 
countries It -would require very strict and competent policies 

Hence, out conclusion is that for full-scale development, a figure of 
150 m lUon dolhra for one million people, or 15) dollars a head, is required. 
The average income in the Asia and Par East region is 40 dollars, less than 
one-third this required minimum Hence the need for a preliminary 
stage m development planning when everything should be subordinated 
to a rapid increase m output by any means, preferably cheap methods 


(b) An illustration from Colombia 

I would like to give you two illustrations of the point I made yesterday, 
namely, the great importance of cheap, and especially institutional changes, 
as distinct from capital expenditure My first example relates to Colombia 
In that case I am quoting to you, although not literally, from the repoit 
of a mission which the International Bank sent to Colombia last year The 
full report of that mission is not yet published I am ta Iking to you now 
from an advanced summary This report is well worth studying because the 
conditions described and remedies suggested will be of very wide applica¬ 
tion When they went out to Colombia, the mission discovered that there 
was one basic problem in the Colombian economy It was rather a spe¬ 
cial problem In Colombia the productivitj’- of agriculture was very 
low. Why was it small® Largely because in Colombia agriculture was 
earned on in the hill country, in areas not suitable for farming The best 
farming country in Colombia the country in the plains—was on large estates 
and it was not farmed intensively The intensive farming is carried on in the 
lulls, where the country is poor and there is no possibility of mechanized farm¬ 
ing. That seems a topsy-turvy anangement, very puzzling at first sight 

The first step was to discover the reasons for this basic difficulty The 
problem was legal—institutional The good land is in the form of big estates 
who had the best land in Colombia In Colombia you do not necessarily 
make a good income out of it by fa ming In Colombia you 
hold land because it gives social prestige and protection against infl ation The 
remedy is not capital expenditure The first remedy is legal change, in the 
lorm m a measure of land reform If you go m for agricultural projects in 
bolombia without that, if you try to improve the output in the hill countiy, 
are wa .ting the resources of Colombia, as well as those of the International 
Bank or whoever puts up the money 

should read up this question fully in the International Bank’s report. 
When the full report is pubhshed 
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(c) An illustration from Pakistan s 

As a second illustration, I quote from a book entitled “Industrial Ran i 
ningfor Pakistan” written by B A. Kureshi, Director of Industries for West' 
Punjab “One of tbe major problems of mdustriabsts is the acquisition of! 
land. It IS almost impossible for any mdustriab'st to purchase land by private^ 
negotiations withm a reasonable time Where there are big landowners" 
they invariably use extortionate methods There la a particular land^ 
holder on the Grand Trunk Road between Lahore and Amritsar who has 
never done a day’s honest cultivation m his life, but who has made immense 
profits from leasing his land to needy mdustnahsts on unconscionable terms 
When land is owned by a number of small proprietors the problem is virtual 
ly insoluble. To deal with them in a reasonable manner is humanly impos- 
sible The Land Acquisition Act provides for acquisition by Government 
of land required for a public purpose hke the settmg up of a factory, but the 
procedure provided is so tortuous and cumbersome that it takes years before 
anything is achieved It is, therefore, necessary that a simple and special 
procedure should be provided for the acquisition of land for mdustnal 
purposes. Once Government have decided that it is in the pubhc interests 
that a particular factory should be set up, other considerations should not 
be allowed to hold up the progress of the work It must be remembered that 
any delay m the setting up of the factory means locking up of pubhc capital 
unnecessarily and preventmg employment Whenever the question of ac 
quisition of agricultural land for industrial purposes arises there is always 
an outcry that poor peasants are being victimised for the benefit of rich 
industrialists More often than not either the land is unculturable or 
the proprietors are absentee landlords In any case, the whole theory 
must be contested Agriculture and industry are both necessary for a plan 
ned and balanced economy, and one must make room for the other whenever 
and wherever necessary Government should, of course, safeguard 
the interf'st of the proprietors of the land by obtaining reasonable compensa¬ 
tion for them, but their objection should not be allowed to delay or obstruct 
the work of acquisition.” 


Well, I cannot tell whether this quotation provides an accurate description 
of conditions as they are What I can say is that if the situation should 
be as described, then it would certainly seem to provide an illustration of the 
possibilities and needs for institutional reform, for development projects 
without capital expenditure 


VII Social Improvements vs Raising of Productivity 

After these two illustrations of what I said yesterday, one from Colombia 
and one from Pakistan, I want to take up another point, but still a very closely 
related point This point is the relationship between consumption and 
economic development You remember we had divided the programme into 
overhead services and directly productive services In both cases, the ques¬ 
tion of consumption versus development arises for each of these two types 
of projects There is a distmction between projects which serve towards 
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fh •norease m fu6ure resources on the one hand, and directly towards nnme- 
V te consumption on the other. Certain overhead projects have an imme- 
rf^te effect in raising standards of living, for instance, hospital and other 
h^^lth services Generally spealnng, they are directed towards immediate 
'mnrovement in living standards Improvement of housing la another 
'xample of projects directly devoted to immediate improvement On the 
other hand, Lme will not result in increased consumption, except in the very 
distant future. Most power and transport projects are m that category 
It will help you to do something by which in the end you may be better off 
The same distinction applies to directly productive projects. A candy factoi y 
textile mill, eto , will make you immediately better off. On the other hand, 
industries such as a large steel industry, cement industry, chemical factory 
etc will not make you immediately better off, but will again contribute to 
consumption increase in the distant future 

Three steps in draweng up a programme 

When you draw up a development programme there aie three separate 
problems which have to be considered It will help us to see what develop¬ 
ment programmes must contain, to take these three steps separately 


Size oe present RESOURCEe 


Wliat are my present resources for planning ^ What have I got 
in the way of labour in the various regions^ What raw mterials, what foreign 
exchange eto^ It is a wrong approach to ask yourself first what you 
need. We can leam that principle from organisation for war production 
War 13 very similar to economic development m some respects Economists 
in underdeveloped countries may leam a great deal from the history of 
planning for war in countries such as England or United States In the case 
of England, the first volume of official economic history has just been 
published It describes the transfer from a peacetime basis to planning 
for war This book is entitled “British War Economy" and is edited by 
Professor Hancok. 


If you organize a country for war there are two approaches to the 
problem' 


(a) What do we need^ Call the heads of the various departments 
and request the nature and extent of their needs The Minister of Food, 
for example—or the head of the navy—the airforce and so on. Then look 
over each request in turn to see how best to produce those requirements. 


(b) Start with your resources. How many actual and potential work¬ 
ers ave we got* How many factories* What is our productive capacity 
or a ee copper and the various kinds of metals* What is our shipping 
capacity* What are our imports likely to be* etc i i fa 

We one is wrong The second is right, 

g results by starting from resources. As a simple illustration—you 
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own a garden You look for a gardener and you have two people who are 
available for the job One person is a professional gardener who earns 
his living looking after gardens The second person is a professor of agricul 
tural chemistry from the University They are of different calibre 
altogether The gardener gains by experience—and makes the same 
mistakes over and over again The professor of agricultural chemistry 
will be better as he will investigate soil, employ scientific knowledge 
etc However, if the professor of agricultural chemistry, instead of 
doing Ills proper job of teaching, works for you, his time is wasted and 
the community has lost because he could be doing a much more worth¬ 
while job 

The way to consider the problem is to determine ‘ ‘ What are the 
various alternative jobs for which the available people are best suited^" 
Therefore, the essential first step in drawing up an economic development 
programme is to know your present resouiccs Otherwise your projects 
may be technically sound but you have no means of telling whether the pro- 
jcct IS too big or too small or whether it will make the best use of your avail¬ 
able resources The first thing then, you must know your present resources 
The national income approach is the right approach to economic development 
Knowledge of present production of goods and services in its various majoi 
categories is essential How much of what is produced is consumed? 
How much IS needed for maintenance of the capital, for repair and replace¬ 
ment of industrial machinery, etc What does the surplus consist 
of? How much unskilled labour have I got? Skilled labour? What is 
the present factory capacity? The import capacity? How much is the 
surplus available for new investment, for development? 

Allocation of present resources 

The second step How do you allocate your present resources so as to 
establish the relation between consumption and economic development? 
The third step, how much of what you have got available for economic de¬ 
velopment can you allocate for immediate improvement say next year, or 
how mcuh can go into the kind of development that will yield an increase 
of consumption in the distant future? 

Those are three key questions in considering the right development pro¬ 
gramme How much should we devote to an immediate increase m consump 
tion, and how much to social improvement, and how much to long-term 
development? The distinction between productive development and social 
improvement, however, is not always very clear-cut There are measures of 
social improvement that give immediate production returns, such as health 
improvement 

Social improvement can be productive-an illustration 

Malaria is one of the greatest obstacles to economic development in 
many countries It comes at a time when labour is needed for harvesting 
Reduction or eradication of malaria is a measure of social improvement and 
also one of the most direct contributions to production. 


38 



DSVELOPMBNT PBOJEOTS as PABT of national DBVKLOPMBNT PHOOBAMIO!® 

This 18 illustrated by a report on the supply of DDT and BHC and other 

t cides to underdeveloped countries prepared by the United Nations. 

DDT 18 a product of chemical industry and can best be produced in 
Hflveloned countries It is also beat produced on a large scale There- 
f re the main producing areas are the United States and England It would 
{^difficult and probably inadvisable for underdeveloped countries to try 
to develop DDT on a large scale. Thus, basic DDT is not a good item 
t include in the programme of underdeveloped countries. On the other 
hand DDT is always uSed as a solution of less than 100%, 16 %, 25% or 
60% Before it is applied it has to bo formulated from 100% to the lower 

percentage. 

The process of formulation is very different from the process of produc¬ 
tion. Formulation is very simple compared to production of the basic subs¬ 
tance All that you need is large vats, similar to those used in many forms 
of textile dyeing The process of formulating as distinct from producing is 
highly suitable for underdeveloped countries It is very cheap, thus a suit¬ 
able project even for the early stages The absence of formulation of basic 
DDT etc , has involved countries in a great deal of unnecessary foreign ex¬ 
change expenditure which might be better used for imports of raw materials 
or machinery Instead of imparting basic material, and formulating it in 
their country it is found that the great bulk of DDT imported into under¬ 
developed countries was m the form of formulated insecticides. 

But the mam point I want to put before you in that connection is that 
when you go into the cost benefit calculations of the efforts to reduce 
malaria you find that you have an example of a social improvement that 
IS directly a paying productive proposition that you can justify It is jus¬ 
tified directly by the increase m output that you get as a direct result m the 
reduction of malaria You have a proj'ect which affords social improvement 
and results by the same process in an increase in production which directly 
justifies the particular project 

Some of the coat-benefit calculations on this particular project showed 
that often the mcreaae in output that you get within two years from the 
expenditure on a malaria eradication campaign based on DDT or BHC, will 
repay the total cost of the campaign, mcluding equipment, formulating 
plants in underdeveloped countries, etc There is no need here to distinguish 
between social improvement and increased productivity In projects of 
that sort you can often be satisfied that both purposes are fulfilled. 

VIII Consequences of Failure to Adjust Programme to Available 

Resources 

Let us now consider, for a moment, what will happen if your programme 
IB not consistent with your total resources If your programme, that is your 
projects that are part of your programme, add up to more than a 100% of 
what you have got, what will happen ^ Well, one of two things will apply 
Either, you discover that your programme is too hig, and you find out, in good 
tune, that you cannot possibly carry it out. Or else you will try to carry 
itout, and disregard the insufficiency of resources. Take the first possibility 
first. Now what will happen in that case * 
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The wasth of “ betbbnohmeht ” 

A lot of projects will have been started Your programme contain 
say, a hundred different projects, budding a hundred different roada i 
different parts of your country But by the time you have started on son 
of these roads you find that the money is runnmg out Let us assume thi 
the monetary appropriations that you have got, are based on the availabl 
resources, that is on the yield of taxation or borrowing, on your publi 
revenue, if it is a pubho programme. Your pubhc revenue is hmited paitl 
by your low national mcome, i e , low available resources but it may also b 
partly limited by an inadequate fiscal or administrative system. That is b 
say, it may be possible, even with your low present income, to get a httl, 
more public revenue by better taxes, or by extended Government borrowiui 
or by better collection of taxes. That may be possible, but even your enlarga 
pubho revenue is assumed to be limited by your total resources. When 
people do not earn money, you cannot tax them, nor borrow from them 
Therefore you will find that your money is running out and you find yourself 
not with two or three completed projects that give you useful output, hul 
you find yourself with a hundred things started and nothing finished 

Now that of course, is a bad state of affairs—it is a waste of money 
That is not a theoretical danger, but one that you can observe in manj 
countries, where you can quite definitely tell that the development pro 
gramme contains too much—too much started and too little &iished. I| 
-clearly should be an important prmoiple of development planning that you 
must not start what you cannot he certam to finish It is especially 
wasteful of pubhc money if you construct two parts of a road, and then 
you find your money is running before you can provide the connectmg link 
between the two, so that all the expenditure is quite useless But that 
principle of not startmg a project unless you are certam you will be able to 
finish it,—you see, it really leads us back to the study of resources, because 
how otherwise can you be certam you will be able to finish a project ^ 

Other wasteful features of development programmes that are not con¬ 
sistent with total resources, that add up to more than 100% of the available 
resources, are not always so obvious, as m the example that I have just 
given you, the half finished road You may, for instance, have constructed 
a railway line and you may have been able to finish that railroad hue. Well, 
that railway hne may he useless without an improvement m certain port 
facihties If you budd a railway hne from the mtenor of your country 
to a port in order to move certam products for export, the whole scheme may 
be useless if your port facilities are msufficient to handle that volume, 
Therefore if your money runs out when you have built your radway line, 
and before^ you can improve your port facihties, the money that you spent 
on your radway has been wasted Yon can say that country should not have 
started on the project unless they were certam, right from the begmningi 
that they would be m a position to finish all segments of the project simul 
taneously. The segments of the project, m this case the railway line and the 
port improvement, go together, and one is useless without the other UnleM 
you are certam that the combined project oan be undertaken with your 
avadable resources, you are only wastmg money m starting on it The 
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j. ,B not witlun available resources, should never be part of a 

! development programme at all 

Another thing that often happens m many countries as a Pesult of 
grammes that are too large scale m relation to the available resources, 
IS tLt the programme has to be cut down about half way through Now 
that IS a great source of waste and inefficiency If you lay out a certain 
project for a certain scale—shall we say you lay out a certain irrigation pro¬ 
ject for three milhon acres—and then about two years later you discover 
that you will have to out it down, for lack of resources, the chances are that 
your whole project will be inefficient You have to draw up new plans in a 
hurry. The whole balance of your project is disturbed, because the various 
tilings go together If you cut down a pfoject, it does not just become 
smaller, it also becomes less efficient, technically less balanced That is 
another thing that happens if your development programme is not con¬ 
sistent with available resources 


Another very frequent result that one can observe is, that if a develop¬ 
ment programme is started, which is inconsistent with resources, and we 
start more that can be finished, it leads to considerable discouragement to the 
people who have prepared the plan, and who will be asked to prepare 11 e 
future projects There can be nothing more discouraging to the people in a 
central planning department, or in the planning section of a particular Gov¬ 
ernment department, than to be asked to prepare projects, to spend a great 
deal of time and effort and also money on working out of projects, in working 
out the cost and benefit calculations of particular projects and then see the 
projects stopped half-way through May be the noimal departmental 
duties of the department are neglected over this, because the general arrange¬ 
ment, in most countries, is that the preparation of development projects 
18 done m the Government departments In your area, as far us I have the 
facts, there is hardly any country which has a separate Ministry of Economic- 
Development Nearly all your projects are prepared by normal Government 
Departments, and therefore, since the number of technical personnel js so 
short, it IS possible that the normal departmental duties may suffer frcm 
having to undertake elaborate projects Which will never be finished There 
I would just recall what I said before, about the fact that efficient routine 
administration of a country may be just as important or more important for 
economic development than particular capital projects You may not 
benefit your country if you start on an excessive number of projects in 
Agnculture and if, as a result of this, you have to neglect the noimal routine, 
say of agricultural extension services On balance, you may loose' more 
than you gam 


Therefore to have elaborate projects started and then have to scrap them 
for lack of money, is a bad thing, because you are not just back to where you 
were before, you are probably worse off and you have probably discouraged 
your planners The next time projects have to be prepared, may be when 
the means are available, possibly they will remember what happened to 
the first project, and they may become cynical There is such a thing as that 
attitude of mind, in a number of countries The reason for that is that 
de^lopment programmes have been drawn up, in the first place, which 
were in excess of actually available resources 
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If you ask me what single defect of development programmes is most 
common, I should say, to try to start too much, not to have the development 
programme adjusted right from the beginmng to the available resourcea 
In the end, in some oountnes that has happened so frequently in the past 
that the whole idea of planning for economic development has become dis' 
credited. Lots of things have been started, nothmg has been completed, 
then everything has been stopped for three or four years, then something 
else has been started in the light of changmg circumstances, and that also 
has not been completed It is quite instructive to study from this angle the 
reports that have been made by missions to underdeveloped countries, 
■missions that have been sent by international organisations, by other Gov 
emments, by private consultants, which have been invited by the Govern 
ments of underdeveloped countries to come and make a report. By now 
there is a vast literature of this kind I doubt whether by now, tWe is 
any single country for which we have not at least two or three such reports, 


Needs and resources 

One of the common features of these reports is time and again to say, 
too much has been started, too little has been finished “ We recommend 
that development expenditure should be more concentrated on fewer pro¬ 
jects ” "We recommend that mstead of building twenty railway lines, the 
country should concentrate on finishing two missing links in railway Imes 
that have previously been started” The reason for such recurring state¬ 
ments IS that there is a tendency to draw up development programmes that 
are based on needs. If you do that, inevitably you arrive at a programme 
that is above your available resources It is logical that that should be so, 
because if your resources were sufficient to cater for your needs, you would 
not be an underdeveloped country. If you draw up a development pro¬ 
gramme for an underdeveloped country, almost by definition you have a 
situation where the resources are insufficient for needs Therefore, to 
start to draw up a development programme, by starting from your needs, 
does not make sense. If you could carry out that development programme 
which is baaed on your total needs, you would not be underdeveloped 

I am not saymg, of course, that you should have a development pro- 
grmnme that has no relation to your needs. You must have a development 
programme that starts with your available resources Tliat is the fint step 
to consider, but of course, the second step is to consider, what are the most 
urgent needs that you can satisfy -with these resources To have a develop 
ment programme that is unrelated to needs would be grotesque, but the first 
step should he the question of resources For that reason, I cannot stress 
too much the importance m underdeveloped countries of national income 
statistics. That is a vital first step m the dra'wing up of economic develop 
ment programmes 

Now I find that is a proposition that is very difficult to accept National 
income statistics sound very academic, the statistical exercise involved m 
working out your total value and volume of agricultural production, indue 
trial production, your flows of income m different categories, the amount 
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of your resources that has to bo apent in replacing your capital, etc-, aU that 
Bounds very elaborate. It seems a statistical luxury ; the Americans have 
cotit, in England they have got it, but is n’t it a waste of money if we start 
h oii underdevelop^ countries, building up these kinds of statistics « 
Well, it is not a tvaste of money. It is essential for a good development 
programme. 

ThH DANdKtt OF INFLATION 


Let me now get on to another aspect of our original question—^What 
happens if your programme is too big for your available resources ^ Sup¬ 
posing now that instead of cutting it down halfway through, you try to 
carry it through all the same t In trying to carry through a development 
programme, that is too large for your available resources, you inevitably 
end up m a state of inflation. If you try to get out of your available resources, 
by way of development expenditure, more than the available resources 
can support, there is only one way out, one way in which the system can 
react, and that is by inflation. Somethmg has to give. If you try to get 
a quart out of a pmt pot, somethmg has to give The thing that gives is the 
level of pnces That is the mevitable feature and consequence of develop, 
ment programmes that add up to more than 100% of the resources made 
available 


You have spent money on particular capital projects. If you have 
not previously provided the extra resources to spare to go into economic 
development, you must try to take them away from shomewhere else as you 
go along You have got to drive up the prices of these resources in trying 
to get your development programme implemented If your total resources 
are 100, and your resources that are available for economic development 
are 10 out of that 100, but your development programme is 20 instead of 10 
you create an excess of demand for these resources over their supply; the 
supply is only ton, but you want twenty. You try to buy sufficient labour, 
sufficient materials, sufficient steel, to carry through development pro¬ 
grammes to the extent of 20 but only 10 of these thmgs is av^able By 
driving up their pnces, you may be able to get these resources, to take them 
away from somewhere else. But where do you take them away from ^ 


Now one possibihty is that you take them away from private investment. 
By trymg to carry out a big development programme, putting a great deal of 
pressure on your scarce resources, you may diive up the prices of these scarce 
resources, BO that your pnvate investors go out of business. In that cose 
you may thmk that you promote economic development, but there is a danger 
ttiat m lact you may retard economic development. You may carry out 
pubUo projects, but at the same time, you may destroy the economic activi- 
iM which you expect will be based on these public projects. The important 

service development programme is only 
£c development of a country. Now if you try to finance you^ 

measures that undermine your 
formation. It may be that on balance you ore doing more harm 
good by your so-caUed development programme. 
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At this point we come up against a financial problem for the first tune' 
fk) far, we have kept away from flnaneial problema'and have talked m temu* 
of real resources. But here the question arises “ Is it possible to finance i 
economic development projects by inflation ” ? Even if a development pro • 
gramme is too big, isn’t it true that we can always carry it ou thy inflation' 
Is it not true that ive can always provide the resources for a project, if neces.' 
sary, by adding to the amount of money * If we have a development pro 
gramme, how can it ever be too big for our resources ^ We are the Govern 
ment, we want to undertake this development programme—why cannot we 
just order the State Bank to provide the money for it so that we can buy 
the resources that are needed * 


Incompatibility or inflation and development 

Well, my answer to that (jiiestion is, that it is possible to financed 
par'icular project by inflationary methods If your idea of economic 
development consists in sajiny, “ We need this Thai project, and that is what 
we want, and we don’t care twopence what happens outside this project- 
well, if that 18 your idea of development, then T would sav ‘‘ Yes, you can 
always finance that particular pmiject unless the project is enormously bi" 
and your resources are lery small, you can always finance an individual 
project. There is never any finanung problem for particular projects If 
it 18 a pubhc project, you are the Government, you control the supply of 
money, money buys resources, you can always finance a particular project 

But that 13 not economic development By inflationary methods 
if necessary you can finance a specific project, but you can never, that is my 
conviction, finance a devehpment programme by inflation. The idea of infla 
tion and a development piogtamme are mutually incompatible, they cannot 
go together You cannot have, at the same time, n process of inflation, 
and proper economic development The doctrine that inflationary finance 
18 a good thing, that bv monetary evpansion you can increase output, you 
dimmish unemployment, and achieve all sorts of good effect, that is m> belief, 
is perfectly true if you apply it to industriahzed countries 

In mdustnahzed countries in the first place, you always have enormom 
unutiliFed resources There are always great possibilities of e.vpandmg 
output in the short penod Tliat has been clearly shown in the United 
States and in England during the war, w'hen it was possible within three 
years, in the case of the L'nited States, to double the initial output In 
industrialized countries, there are a large number ot unemployed people, 
working hours are short and people can always work longer hours ; there are 
always many older people who have retired and can come back into pro 
duction , there are technical improvements that can be introduced at .short 
notice , there is a hig reserve shelf of machines which can be brought intc 
operation and are almost as good as the machines that are actually used 
There are large numbers of married women who are not normally taking 
part in production, but m war time or in economic boom they come mto 
production. In short, in an mdustrial system, there are enormous technical 
possibilities of expanding output and the problem there is to have sufficient 
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etarv demand The groat trouble m industnalized countries is that in 
^mes other than war or other than boom, the forces of monetary demand 
are insufficient to call forth the full productiv-e capacity of those countries 
Now where you have a pioblem of that kind, whore your productive capacity 
tends to outrun your monetary demand, well, then it is perfectly proper, then 
inflationery fiiunce can do a great dsal of good 

But the conditions that we face m economic development are completely 
different The trouble there is not insufficient monetary demand It would 
be absurd to think of underdeveloped countries as countries which could 
increase output rapidly m the short period, if only monetary demand were 
increased Tf that were the situation, your country would not be under, 
developed The pisition in underdeveloped countries is, that production 
18 limited by technical factors, the absence of capital, the absence of skill, 
the absence of raw materials, the absence of public services, the absence of 
maohmery Tt is the technical and physical factors that limit the expansion 
of output in underdeveloped countries You cannot cure a physical 
deficiency by monetary devices The problem of economic development 
ia to create the technical conditions under which output can be expanded, 
the skilled labour, the machinery, the raw material, the factories, the entei- 
pnse, the services that are required to create the physical condition for 
expansion of output Demnwl does not help —•itipply must be created 

I would EO a groat deal further and say that inflation which is the result 
of development programmes that are in excess of available resources, not 
only can do very little good, but do a great deal of harm To iny mind 
there has never been yet a successful example of economic development 
combined with inflation The examples of successful economic develop- 
ment that we can observe, have all been examples of economic development 
without lufiation. There was no inflation in Ensland during the period of 
economic development fiom 1789 to 1914, there was no inflation connected 
with the economic development of the United States, there was no inflation 
connected with economic development ot Japan, there was no inflation 
connected with the economic development of the USSR 


JX A digression —Consistency of Development Programme with 
Resources—an Illustration for Paksitan 


We shall now digress m order to apply, however tentatively, the principle 
of consistency of development programmes with available resources to the 
present case of Pakistan This is merely for purposes of illustration The 
tgures I have used are very rough approximations I have neither the 
mie nor the data here for the detailed research that would be necessary 
Dne of the mMn difficulties in the measurement of available resources, for 
coun nes like Pakistan, is that a great deal of their actual output is not sold 
lor money, There is a great deal of barter transaction, and a great deal of 
subsistence production In computations of that kind, it is alawys very 
important to give consideration to output that is directly consumed ; 
otherwise your figures will come out much too low There are other mtri- 
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cate problema of measurement. Take this problem of farmers’ food produc¬ 
ed on the farm How should it be valued ; at wholesale pnces, prices paid 
on the farm ? Or should it be valued at retail prices ? These problems 
will be considered in more detail in our special meeting or National Income 
Statistics. 

Perhaps the best figure to work from is a computation that has been 
made for India—for undivided India—for 1945 At that time, with all 
adjustments made, the total national mcome of undivided India in 1945 
was estimated to be 62,340 million rupees Now at that time India had 
about four hundred million inhabitants Therefore the figure, roughly 
speaking, comes out at a hundred and sixty rupees per head. 

I have been assuming now for this rough illustration, that there has been 
no change in the real level of production per head since 1946 I think that 
18 probably an optimistic assumption. It is probably true that the level 
of real income per head has fallen, both in India and in Pakistan, since 1946, 
but I am now assuming that there has been no change at all in either direc¬ 
tion. Following for the rise in prices since 1946, we then get two hundred 
and fourty rupees per head Now of course, that was for undivided India 
The average level for Pakistan is lower than the general Indian evel. Of 
course, that is not necessarily true for this particular area, the Punjab, but 
if you take Pakistan as a whole, almost certainly you should make some 
deduction for this figure which applies to the whole of India The general 
figure for Pakistan would probably be somewhat lower, say 10 or 16% lower 
than that figure, i e., perhaps 210 rupees per head. 

Then, secondly, that figure is m Indian rupees If you express it in 
Pakistan rupees also you ought to make some deduction, because of the 
disparity in exchange rates now You would have to deduct, roughly speak- 
ing, about 40% to arrive at the present Pakistan figure in Pakistan rupees. 
Therefore my very rough estimate, at the present moment, would be that the 
Pakistan available resources, would amount to something like 140 rupees 
per head On the basis of these rough figures, it would be unwise to assume 
that more is available 

Now against that, you have to set the announced development projects 
which the Pakistan Government intends to start. I have made a rough 
computation These following figures cover the next five years, and are 
expressed m units of crores of Pakistani rupees (ten million Pakistani 
rupees). 

Now the total of the announced development projects in Pakistan, 
for the next five years, is sixty nine (always crores of rupees) for civil en¬ 
gineering and building projects. 

The second major heading is plant and equipment that is requued for the 
development projects. The total there is about eighty crores. 

The third major category of development requirements in Pakistan 
is materials, mamtenance and repair expenditure, etc., for the projects that 
have been announced The total works out at 60 (fifty) crores 

Now, that is also a very rough calculation nd you will have all the 
facilities of checking up on this. It may be five crores too high or five crores 
too low. As Dr. Lund explained in his lecture, you have always to be very 
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careful to make an additional allowance; quite possibly these things may 
cost a lot more than is assumed at this present moment But if you add 
these things up very roughly, you get a figure of two hundred orores for five 
years. (Since giving this lecture, a figure of 260 orores for six years has been 
announced as the official programme under the Oolomb’s Scheme H W S.) 

Now let us see what this means in terms of pur discussions yesterday. 
Two hundred crores for five years is forty crores per annum. Since the 
population of Pakistan is about eighty millions, the proposed expenditure 
on development projects, works out at 6 rupees per head 


Now to that five rupees per head, you must make some addition, because 
these are only the major development projects mainly by the Provincial 
Government, the Central Government, and the Local Authorities which 
have been announced There is, of course, a great deal of development 
expenditure going on that is not announced For instance, most of the 
expenditure by private persons, who are also expected to spend a certain 
amount of money on extending productive facilities. Thus the true figure 
13 more likely to be seven or eight rupees, because of these additions, Compare 
that with 140 rupees per head which we have estimated is the level 
of available resources In other words, shall we say, a minimum of 4 % 
of my rough calculation of available resources, is already accounted for by 
the major announced projects , the total percentage, if you add private 
development and development projects that are not included among these 
major announced projects is likely to be something like six or seven per cent 
That is not an excessive figure, and on the basis of these figures, one cannot 
say that, up to this date, Pakistan has announced a development programme 
that is not feasible With the existmg resources, it should be possible to 
finance this programme, but it will require very delibrate financial pohoy 
to avoid inflation, because the national income is at a very low level. If you 
divert 6 or 7% of a low-level national mcome into capital construction, 
it IS a fairly high figure. On the basis of these figures, I would certainly 
not say that the development programme is too ambitious. But I would 
say, on the basis of that programme, that there is considerable need m 
Pakistan to have a defimte policy of financing these projects, to make sure 
they will not lead to inflation, and to be very careful in adding to these 
projectB, The present programme on the basis of these rough figures, would 
look to me just about right—just about what can be financed with a reason¬ 
able financial pohcy without inflation If you implement that development 
programme and implement it without inflation, during the next five years, 
pretty ^e^ll^^ economic standards of development, you have done 

I want to make one additional qualification to what I have said I 
S schemes doiti 

year®, you receive foreign loans 
That we shall discuss 

from PrLtau-r«? '8"} ^"^nce To the extent that the burden is taken 
toTdd to tL 5 fof foreign capital, it would be possible 
ave you befoe programme without changing the figures I 
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Now let me repeat my warning This is the result of a very roujli 
calculation I have only given you this as an illustration to show the type 
of calculation that one has to go through If I were asked to write a raem^ 
randum for the use of the Pakistan Government on whether the present' 
development programme can be financed, or what is the right financial policy - 
to avoid inflation in implementing it, I would never use those figures—they 
are much too crude and much too rough That would be a research ]ob that 
would require at least a month’s steady work to get the figures—to adjust 
the figures, to look into the meaning of these figures—^to study the cost 
estimates of these development projects, to study the other types of expen 
diture in Pakistan, to get the national income right, etc It is a fiist rough 
approach Those of you who come from other countries will want to go 
through a similar rough calculation perhaps for your own country, and see 
how this kind of calculation comes out for your own country May be you 
have been trying to do too much, or may be you have not been doing enough 

I shall now resume my mam strand of thought and describe to you some 
of tl^i results that follow when your development programme adds up to 
more than a hundred percent-of the resources you can spare for it or have 
mobilised fo’ it 


X Incompatability of Inflation with Economic Development: 

Discussion Resumed 

I mentioned already that the theory oT financing development bv 
inflationary methods has been developed in industrialized countues It is 
based on conditions and on assumptions that are quite different fiom those 
prevailing in underdeveloped countries, and it would he a great mistake, a 
tragedy, if the economists and civil servants in underdeveloped countries 
took thes' teachings that have been developed m the United States and 
England, and because thev are academically accepted m those countries, 
try to apply them in underdeveloped countries There they are hkely to do 
■a great deil of harm 


Is INFLATION ' FORCED SAVING ’ ? 

Inflation is often defined m economic text-books as ‘ forced saving’ 
It IS described as a method of getting savings out of people The idea is 
that if you have inflation, prices rise, and therefore the incomes of people 
Are cut You can cut a person’s income directly—cut his money income 
by taxation or borrowing, take the money away from him so he cannot spend 
it on consumption goods Now some people think that inflation does the 
aame job, because you can also cut a person’s income by raising prices. That 
means that peoples real incomes ate reduced and they can consume that much 
less Therefore, the conclusion is that mflation is just as good as saving or 
taxation—that it is only another form of saving and taxation, and that it 
therefore, does not make any difference how the Government finances deve¬ 
lopment programmes If it is too large to he financed by saving or bv' taxa¬ 
tion—well, let the Government go ahead and finance it by inflation 
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That ia a great fallacy It is applying a very short-sighted point of view 
At the present moment, it is certainly true that if you increase prices against 
people, the real value of their incomes is reduced But economic develop¬ 
ment is not a matter of the moment If you think of an economic develop 
ment programme, the pioper economic view point is one for five or ten or 
fifteen years or an even longei period 

Now from that pomt of view', it is certainly quite untrue that inflation 
promotes saving—that inflation is a form of saving On the contran’ 
inflation really is a very strong discouragement to saving When prices eo 
up, the value of savings is deflated Inflation is a direct encouragement 
to consumption as against normal saving The real problem is to reduce ooii 
sumption, to promote saving (which includes taxation), m order to finance 
eooncmic development 


What people will do m tunes of inflation, when prices go up, is to saie 
m other fo-ms They will hoaid commodities, for instance, or they will 
hoaid gold nr precious metals, or thei will buy land as a protection against 
inflation Such things, of course, the hoarding of gold, th^hoarding of com 
modities, the acquisition of i eal estate- (and or buildings m order to ha, c 
a protection against uiflatuni, all that is directly opposed to the pnnci.jle of 
economic development The hoarded commodities, the hoarded gold the 
unneoessaiT buildings, the land investment absorb the resources and !he 
funds which w ould go into economic development Instead of goods that go 
into hydro-eleotiic projects, tianaport improvement, etc.,you have to produce 
goods and comm c ities in older to protect people against inflation sfmilarlv 

more useful things fiom abroad If the imlrl n rnachi cry 

you from exporting theni diid liuvino* wifh fl-iR a pr6 

materials or machiiierj ' ‘ proceeds, important raw 


Buildino up resources ok cutting down PKOOKAMMES ? 

gramme, that \i as lamer than thp ^ ^ push through a big development pro- 
for It ending m inflation Tlie actually made available, 
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provide for development the maxmium everything they can to 

ces So if you observe an mflatinn T Bom their available resour- 

cluaion that the programme is too hJ 
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sure that your total develoiS second step is to mat 
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if they do add up to more than 100% of the resources that ■ 
you have actually available, the right approach is not to try to 
make a start on it and hope for the best If you do that, and jual 
hope for the best, not the best but the worst will happen The right 
way IB to prune your development programme, to cut it down I do 
not mean to cut everything down by 20% or 60%. That would just 
be Billy, The right approach is to look at your development programmo 
agam, in the hght of your smaller resources that you have avail, 
able. The right thing is to sit down and think agam Draw up a new pro. 
gramme which may bo quite different. It may be that if you draw up a pro. 
gramme that is half as big, you do not just leave out some projects, you 
may change your projects completely. The right programme of a size of 100 
may be quite different from the programme of a size of 200. It is not good 
procedure to make a start, and then when you find your money runs out, to 
cut everything by 50% That leads to a great deal of waste The important 
thing is that your initial programme, before you start carrymg it out, should 
bo cut down to the size of your available resources. But that is the second 
step. 

The first step is to make a maximum of resources available for economio 
development, and that is very largely a matter of organization, of adminis- 
tration, of taxation, of right borrowmg and of encouragement of savings 
The second step is to have a development programme, that is not less, but is 
also not more, than 100% of the resources that you have available. Any 
other way is wasteful A government which has a development pro 
gramme that is too large, will in the end find that the actual development, 
over a 10 or 15 years' period as a result of its policies, is less than it would 
have been, if its programme had been smaller 

The common trouble is, first of all, that not enough resources are made 
available for economic development, but also that too much is attempted 
in relation to the resources that are actually available, and as a result of that 
inflationary conditions develop which prevent all real development 

XI Upsetting Effects of Inflation on Benefit Cost Calculations 

You will remember that, when you went through your coat/benefit 
calculations for particular projects, those calculations were based on cer¬ 
tain prices Sometimes it is possible or necessary to adjust them for future 
changes, but in general the only basis on which we can do calculations of 
this kind is to assume stable prices on the present basis Now just realise 
for a moment what you do when you assume stable prices The costs of your 
proj'ect will be incurred over the next 3, 5, or 7 years The benefits from 
your project will even last for the next 30, 60 or 100 years Now, therefore, 
if you select your project according to the highest benefit/cost ratio, on the 
basis of present prices, but if, at tho same time, you pursue a general develop¬ 
ment policy that IS bound to change your present prices to result in in 
flation and raise your prices—well, you see you are doing two things 
\riiich are completely incompatible That is something that does not 
make sense You wdl never be able to select your project rightly, on the 
basis of cost-benefit calculations, based on present prices, unless you pur 
*ue an economic pobcy which makes that assumption of stable prices come 
true What often happens m underdeveloped countries is that the two 
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groups of people who are concerned with economic development, do things 
that simply do not fit together On the one hand, you have the techni¬ 
cal planners, who go through all these calculations that you are doing now, 
for instance on the Thai Project, in another Ministry, perhaps the Ministry 
of Finance, you have a different group of people, who pursue an economic 
policy, to make quite certain that the results that are arrived at by the first 
group of people will be incorrect. 

I hope you see the importance of keeping these two sides of develop¬ 
ment pohoy m step with each other. If you try to do too much in your 
total development pohoy, your selection of projects will also be wrong. 
Hie method by which we select projects, by which we are able to say thSi 
A IB a better project than B, is completely upset, if you have a state of in- 
fiation. 


FoBBIGN EXCHANGE BATES 

Another point that 1 think is very important to consider in your cal¬ 
culations 18 the foreign exchange rate Practically all your projects will 
require imported equipment or imported materials, and you have to make 
some assumptions about the prices at which you will be able to obtain such 
imported equipment or materials. Also, practically all your projects will 
have an effect on exports and imports. Either you will produce something 
that you used to import and then m your cost-benefit calculations, for your 
project, you have to put down what the savings on that import will mean, 
in terms of your own money, m terms of rupees In that case you have 
got to assume something about how much the imported goods would cost 

JvU« 

ftmif exportable goods. You have to calculate 
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terest and amortize the loan, ■will he rednced by that much. In other woti^ 
when you draw your cost-benefit sheet, you must assume that your fotei^ 
exchange rate will remain the same 

But if you fail to see that your development programme is within th 
limits of your total available resources, and if as a result of that you 
state of inflation, while there is no inflation in the outside world, the ei 
change rate of the Pakistan rupee is bound to depreciate. If Pakislm 
prices rise by 100%, the Pakistan rupee buys that much less in comni[|,i 
dities, and m the long run the external value of the Pakistan rupee nuj) 
adjust itself to the depreciation in internal value If the Pakistan rupt* 
can buy that much loss in Pakistan, you cannot expect foreigners to pay th 
same amount for the Pakistan rupee in their own currency as before. Thi 
exchange rate of the Pakistan rupee will fall That has been the universal 
experience of the countries which have tried to undertake development 
programmes, in excess of their available resources The inevitable result 
of that has been exchange devaluation and that inevitably upset all then 
cost-benefit calculations. If you underbake this Thai Project now, on the 
basic assumption that you will get all the imported equipment at present 
prices in Pakistan rupees and then just before you start getting your equip 
ment, you devalue the Pakistan rupee by 2.5% or 40%, all your costs of thit 
equipment will be 25% or 40% greater than your figures. Your whole 
calculations may be upset 

Your calculations are made on the basis of existing exchange rates, be 
cause you cannot guess how foreign exchange rates are likely to change 
If you know of an impending change m exchange rates in advance, then of 
course, it is right to take that into account m your cost-benefit calculationi 
to work it out on the basis of the new exchange rate, not on the old ex 
change rate But if you have a condition of continuous inflation and 
therefore continuous exchange depreciation, there is very little point in trying 
to calculate the beneftt/oost ratios for a particular project, because, m the 
end, it will all be quite different from what you calculated The only 
way of making sure that your present calculations are accurate is to keep 
your exchange rate reasonably stable And the only way of making sute 
that you can keep your exchange rate reasonably stable, is by pursuing 
development pohoies that do not result in inflation And the only way of 
preventing inflation in the course of economic development is to make sure 
that your development projects are within 100% of your available re 
sources Thus we come back again to the same result The right approach 
to these problems is, however, not to stop having these cost-benefit calou 
lations because they may all be upset by inflation and changes in ex 
change rates These cost-benefit calculations are very useful But they can 
only be useful on a background of avoiding inflation That is the pomt I 
want to stress 

You can be more certain of the cost of domestic labour, of what yout 
wage cost shall we say, of constructing a dam will be in 3 or 5 years’ tunc, 
than of what the cost of imported machinery will be If you deal with 
the coat of domestic labour, generally speaking you have only one unknown 
to deal with, and that is the general price level But if you deal with the 
cost of imported machinery, you have two unknown factors to deal with. 
The one is what this machinery will cost in five years’ time in terms of dol 
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lars the aeoond is what the dollar will be worth in terms of Pakistan rupees. 
Instead of making one guess you have to make two guesses No one could 
have ever forecast the changes in the exchange rate of the pound sterling 
over the last 30 years What has happened since 1920? There has 
been one big appreciation of the pound sterling in 1926, when the 
pound sterling was returned to the old gold standard parity, then three 
big devaluations, one m 1931, another one in 1939 and another one m 1949 
Who could have forecast that in 1920^ It would have been utterly im¬ 
possible for any one to do that. 


DlaBUFtlNQ EFFECTS OP INFLATION ON THE EXTERNAL BALANCE OF 

PAYMENTS 

There are a number of other reasons which lead to the conclusion that 
underdeveloped countries should not try to attempt an excessive develop¬ 
ment programme, excessive in relation to the resources that they have 
made available for development, and in doing so rely on inflation The first 
point I want to add to what I said before, is that once you are forced into an 
exchange depreciation as a result of domestic inflation, such exchange de¬ 
preciation IB usually a very bad thing for an underdeveloped country, be¬ 
cause it makes matters worse, rather than better An exchange depie- 
ciation can be a very good thing if it helps you to improve your external 
balance of payments, if it increases the receipts from your exports and if 
it reduces your expenditure on imports Biit in the case of underdeveloped 
countries, the situation usually is such than an exchange depreciation 
makes your balance of payments position worse, it does not make it any 
better You get something very much like a vicious circle in exchange de 
predation If the Indonesian currency, shall we say, is depreciated, that is 
to say more Indonesian units for each dollar, then Indonesian exports of rub¬ 
ber become cheaper in terms of dollars That means you are getting less 
dollars than before for each unit you sell Now that is alright, as long as 
the quantity of what you sell mcieases sufficiently to compensate you for the 
fall m the unit price of what you sell Whether exchange depreciation 
helps you in your balance of trade position, depends entirely on whether 
the expansion m sales quantity will compensate you for the drop in prices. 

Now underdeveloped countries are in a very peculiar and unfortu¬ 
nate position m that respect What they export, is known as primary 
commodities, that is to say food and raw materials In fact that is the 
definition of an underdeveloped country An underdeveloped country is a 
country which exports food and raw materials, and imports manufactured 
pr^uotB Now the demand for food and raw material is what the economists 
call inelastic If the price of what you have got to export, whatever 
It 18 —Pakistan ]ute or tea or cotton or Burmese tin or Malayan tin or rub¬ 
ber, 18 reduced, you can be pretty certain, that you will not get back m 
increased quantity what you lose in your dim inished price There is no great 
expansion of demand The mam reason for that is that a raw material like 

therefore it forms only a very small' 

K-hl! product For instance the mam use in 

which rubber 18 consumed in the US is in motor car tyres Now the- 
otal value of the rubber in the finished price of an American automobile 
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is shall we say 6% Therefore if the price of rubber is reduced by 60% 
the cost of the autmobile is only reduced by 2^% That is all the di(! 
ference it makes Therefore your demand will only increase by 2J% ot 

thereabouts. \ r j. r 

That 18 the general position with your articles ol export, so far ai 
they are raw materials Of course, it works in your favour when it is j 
question of a price increase When the price of what you export inoreases, 
the demand is not very much reduced, for the same reason But in the caw 
of an inflation in your country, it works against you. 

The same is true in the case of exported food If the price of food 
falls, people wiU use the extra money that they save to spend it on manu 
factured articles If the price of food in the U. S or England or other mdiij. 
trialized countries falls, that means better markets for their industries, 
rather than better markets for farmers 

Thus, an exchange depreciation, which is the result of domestic m. 
flation resulting from excessive development programmes, is likely to make 
your balance of trade position even worse and then you have to have an 
other exchange depreciation If your export proceeds fall and therefore 
you do not earn enough foreign currency, your own currency is undermmed 
again, with the result that you have to depreciate it again. One exchange 
depreciation may be followed by another. There is no limit to it, once you 
start. 

Loss OP Capital 


When that happens, you get capital flight People will take out 
their capital out of your country, because if your currency goes on depre¬ 
ciating, you can always make a profit by keeping your money abroad and 
then buy back Pakistan rupees. You will get more rupees later on. The 
private investors, instead of investing their money in Pakistan’s economic 
development, would try as far as they can to take their money abroad 
That, of course, is very bad for economic development You may be able 
■to stop them from doing it by rigid exchange controls But first of all, 
control of capital flight is never 100% effective. And secondly, the 
mechanism of control may cost you a great deal. You may have big govern¬ 
ment offices which are busily engaged in checkmg on capital flight instead 
of promoting economic development 

If you have domestic inflation and depreciation of your currency, 
exporters will try to keep abroad the dollars, or other foreign currencies, 
which they earn. Instead of getting tnachmery and useful raw materials 
in return for your exports, you have a tendency for your exporters to keep 
their money abroad You can have laws which force an exporter to declare 
his export proceeds to the National Bank But again these provisions are 
never 100% effective If the exporter is absolutely determined to keep some 
money abroad, he will usually be able to do it And again, the control me 
chinery that is required may be very heavy, and it may also be harmful to 
international trade If there is a heavy control mechamsm, people will 
he discouraged from exporting altogether Then you will get a condi 
tion where your exporters will prefer to sell in your home markets They 
wiU not be interested m earning foreign exchange, if they are subject to 
these detailed controls. Then your problem may be that you do not earn 


54 



DKVEI'OPM®^’^ PBOJBOTS as fast of KATIONAl DBVBLOFMBNT PSOOKAMAIES 


nieVBLOFMBJi J- - --- 

T, fnrfliirn exchange to buy machinery for development, because 
“ rters have lost interest, due to all these controls. You see how 
^ve from one trouble to another 


the 


XII 'Underemployment ’ and Inflationary Finance 

There may be one particular omoumatance in the conditions of unior- 
^«velot)ed countries, which would give a certain place for inflationary 
eftsurw in economic development That is the condition where you have 
nnLulovment, or hidden unemployment, in underdeveloped countries, 
flenerallv of course, in underdeveloped countries, the limitations on in- 
output are technical, absence of capital, absence of machinery, 
of factory capacity, of pubho services and so forth But a lOfro/o distinction 
like that is never quite accurate There are conditions in underdeveloped 
countries which are similar to those in industrialized countries. For instance 
take India India has a quite appreciable volume of urban unemploy¬ 
ment Then again, there i3 also agricultural unemployment There may 
be many people on the land in agriculture who have nothing useful to do, 
during the particular season of the year You could describe that state of 
affairs as seasonal unemployment in the countryside. Then again you 
have an increase of population, a pressure of population on the available 
land like in both parts of Bengal, and many other areas. If there are three 
people trymg to till an amount of land, that could quite well be tilled by 
one single person, than only one person of these three is really fully employed. 
The other two are unemployed 

Therefore you could argue that if there is a proper organization, you 
could utihze these unemployed resources to increase output If you only 
have a demand for their services, you create additional supply, as far os 
labour is concerned, although not in other respects The possibibty for 
inoreasmg output is there. There is no technical Umitation, there are 
sufficient people, there are idle people In so far as the development pro¬ 
gramme of a country is deliberately adjusted to make use of this seasonal 
or rural or urban unemployment, for instance to build hospitals or to improve 
the Tillage water supply or to build roads, drainage canals, irrigation or 
whatever the case may be, I should admit that there is a case where infla¬ 
tionary methods of finance might be considered. In that case, your resourcea 
would morease at the same time as your expenditure increases. But 
people building a hospital still need building materials To the extent that 
you need thmgs other than labour, which are in short supply, you still have 
to be very careful in fitting in your development programme with your avail¬ 
able resources 

In agricultural countries, if you want to increase your output rapidly, 
that usually means agricultural output, and in the end it all turns on what 
your farmers intend to do Are they willmg to put in more labour* It 
does not follow, in the case of farmers, that the ordinary inducement of a 
higher price will do the triok In your projects, it would be very unwise 
to assume that if you only ofier a certam price for food crops, you will get 
a certam surplus. If farmers are more prosperous, the natural raotion is 
to consume more, and your surplus may be the same as before It may 
even less. If the farmer gets the same amount of cash, suSioiMib to 
pay his seasonal labour and to buy his clothing or bicycle or whatever the 
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expenditure may be, by selling a smaller quantity, because the price goes 
up well he may sell less than before The farmer ,may decide to increase 
Ills loieuTD Instead of taking out the benefit in the form of more cash, 
he may take life a little easier He will say that I do not now have to plough 
that particular field, because from the rest of my land, I will he able to 
make a cash income that is big enough for me All that adds to the 
difficiiltio’, that I mentioned previously, of increasing output in under 
developed countries merely by spending money Development is mote 
than just spending money 

But I hasten to say that, even in the cases that I mentioned, you must 
still be very careful about the financial effects of the way in which you 
organize your development programme. There are two ways of organizing 
this rural unemployment or urban unemployment into production without 
inflationary effects The one is by unpaid la bour, when you get nd of money 
altogether. If you organize it on a monetary loasis, you have to take into 
consideration the time lag between the increased incomes and tlie increased 
output Perhaps you could pay the extra wages on a delayed basis If 
that 13 possible in your financial system, to make certain that those extra 
incomes will not be spent, until the improvement in output, through your 
better health conditions, has materialised, then you are right You must 
adopt one of these two ways, either getting nd of money altogether, or 
inxking sure that the money that you spend now will not appear as demand 
until the increased flow of goods is available But the general rule quite 
definitely, is that you got to provide the resources beforehand, before you 
!>tart on your development programme Otherwi.se you are likely to get 
inflation 

You see all the tune how little sense it makes for a technical planner 
to say, “I am not interested in these general economic.—what is that to 
me — inflation, development programmes— I am interested in this particular 
project, I am interested in the Thai Project, I do not have to worry about 
inflation", etc That attitude does not make sense Even the technical 
planner, if he wants to do his calculations for one single specific project, 
cannot fail to take into consideration matters that are right out in the field 
of general economics, such as mflation, exchange depreciation, etc , because 
thev have a direct effect on his cost'benefit calculations You may believe 
that you keep away from general economies, but you are not, if you add 
np these costs, and you do it on the basis of the present exchange rates, you 
are makmg some assumptions about what happens m the field of general 
economics, namely, that the present exchange rate remams the same But 
the general experience m many underdeveloped countries (though perhaps 
in Pakistan and India less than m any other underdeveloped country), 
is one of fairly contmuous, fairly steady mflation at home and exchange 
depreciation abroad Development projects which have been startefl 
thirty or fifty years ago, on the assumption of steady exchange rates, may 
have been completelj^ upset as a result of this constant inflation and exchange 
depreciation 

XIII Inflation and ‘Self-liquidating* Projects 

The general rule . Bepayment in money insttepioient 

I«t me now go on to another point which I also feel la of great importance 
and which is related to what I said just now When you go through yout 
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costa/benefita oalculationa, you assume that your project must be self- 
liquidatmg, that is to say the benefits fipom your projects must repay the 
money that you put into it, in gradual matalments depending on the pro¬ 
bable life of the project, and also carry an interest charge on the money put 
m That approach raises a number of economic problems which we shall 
consider later — whether projects should be self liquidating or should not 
be self-hquidating. But look at another pomt now, ansmg out of inflation 


Aasummg that your project must be self-liquidating — what does it 
mean — self-liquidating? What you do in your calculation is you repay 
your project in money — in Pakistan rupees. You say, I have put a 
milhon Pakistan rupees — ten lakhs of rupees — into this particular project 
Therefore, if I collect back that ten lakhs of rupees from this project over 
the next fifty years, and if in addition to that, I collect 4% interest on this 
ten lakhs of rupees, then I am alright — then I have “got my money back” 
Well, 18 that true? Does that make sensed 
It only makes sense if that ten lakhs of rupees that you get back with 
interest at the end of your thirty or fifty years, or whatever the life of your 
project may be, represents the same value m real resources You see, if 
you are the Government, undertaking a public development project, you 
do not want "your money back ” The Government does not think m terms 


of money. The Government thinks in terms of real resources, of real capital, 
of labour, of raw materials. What the Government must insist on getting 
back from the projects, if they are self-liquidating, is not a certam amount 
of money, but the value represented by the resources that have gone into 
this project. You do not just want to get ten crores of rupees back from 
your Thai project or whatever it may be — what you want back is sufficient 
money to spend on another project m thirty years’ time that is equally 
important, m terms of equipment, labour, etc , to replace the project which 
}ou have liquidated It may be you want to rebuild the same project or 
it may be you want to lay down in another project. But you would not 
consider yourself as having come out with a self-hquidating project, unless 
the money you have collected from your first project can buy sufficient 
resources to replace the resources that have gone into the first project. 

Now you set what you have been doing m your cost/benefit calculations, 
lou have assumed that prices will remam the same because you have always 
argued so far in your approach to a specific project, "If I can only collect 
the money back that I have put in, jilus mterest, then TII be ahight — 
then the benefit covers the cost.” That is true if the prices you pay in fifty 
years time on the next project are the same as they are now, because then 
uyou collect the money back you can buy the same volume of real resources 
all over agam But if you follow the method of inflation durmg the fifty 
development programme that is in excess of your 
6k ®there is no pomt m collecting the money back — 
^ more back. You may collect your ten crores of 
vmir t project, but if your prices have doubled in the meantime, 

Im mZ of rupees Therefore, 

calculation, that your 

project has been self-hquidating, but m fact it has not been self-liquidaLg. 

you mawLT^’ yo'i 8° through your oost/benefit calculations, 
you make the assumption that prices will remain as they are. Now if 
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your assumptioa is wrong — auppoisng you, find after five years that ptB 
are 26 % higher than they were when you started, you have got to rere 
all your oaloulations. It is no longer sufficient, from a real economic po* 
of view, to collect back your ten crores of rupees. If your prices are 25^ 
higher, you have got to collect back 12J orores. Unless your project 1* 
that, it IS not self-liquidating. 

That is another point where inflation and change in price has a m 
effect on your appraisal of particular projects. For instance if I see | 
cost/benefit calculations of particular projects and it comes out about evs 
and if at the same time I know from my general economic studies thstfe 
country is persumg a strongly inflationary policy, it has no proper tftTu fe; 
system, it has no developed market for borrowmg, its people do not bite 
while it has ambitious projects — well, if I know that, I would not ecc* 
this cost/benefit calculation as proof that that project is self-liquidate 
I would want some provision made in the calculations for the degrees 
inflation over the life of the project. Or, to put it the other way aiouii 
you can only really put forward your cost/benefit calculations with mi 
degree of confidence, if your Government avoids inflationary developmes 
policies. 


EzOSFTIOITS to THB UTTLB; FoKBIOK FlNAirOB 

That 18 a very important point m development planning, but hsmij 
made that general pomt, I want to give you now some exceptions frtt 
this general rule. What I have said now, is the general rule which appla 
to a Government which undertakes a public development project at host 
with domestic finance. But now about projects financed by borrow% 
from abroad? In that case, you may not have to worry about changiij 
price levels, as far as your own country is concerned All that your lend* 
want IS to have their money back. The risk that the money may be wort; 
less when you repay it, than it is now, is not your risk, m that case Supposi® 
you borrow a hundred million dollars from the United States dot 
to undertake a certam project and you repay that money over the net 
thirty years — well, it is possible that a dollar in thirty years’ time in tin 
United States will only buy half of what it buys now But that is lk 
your worry, that is the risk of those people that have lent you the money 
That is their risk They will be satisfied if you pay one hundred miUis; 
dollars back. In the case that your money comes from abroad, you on 
work it out m terms of money. As long as you pay the money beck - 
you are alright. Then you do not have to worry about real resource 
The principle that I just established, relates to that part of your developmei! 
that is domestically financed. 


DoHBSTIO BOBBOWmO • A DOTIBTTtm EXOBPTION 

Another case which is also to some extent exceptional, is where yc: 
borrow mon^ from your own private investors. Supposing your printf 
investors at home subscribe money for a Government bond to finance Ik 
Thai project. The Government issues, shall we say, colonization bocA 
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to h«lp finance the colonization part of the Thai project. Private Pakistan 
inrestois will subsonbe the money, banks, or individuals. Now theso 
individuals have undertaken a risk. They say, ‘we are going to lend our 
Qovenunent money at 6%’, aind they are satisfied to get the same amount 
of money, 8%. back in ten years’ time, or whatever the duration of 
the loan may bo. Now again, these private individuals have undertaken 
a particular risk. When they get their money baok, it may be worth very 
much less than it is now. They may subscribe 100 rupees’ now, they may 
get 100 rupees back with interest in ten years’ time, but that 100 rupees 
may o^y buy as much as 60 rupees buy now. But again, from the point 
of view of your Government, the risk has been taken from your own Bhoumers, 
to that extent you can be satisfied with liquidating your project m terms 
of money. You do not have to worry about real resources. 

This second exception, however, is much more doubllul tJiaii the first. 
The Government cannot just take the line: ‘ ‘Wf 11 , as long as wo repay our 
100 rupees, we have fulfilled our contract with those people who have sub- 
Horibed money to finance our development.” This may be legally alright. 
If a private person gives you money and says, I’ll be satisfied if I get 
ray 100 rup6« back, you can argue that he knows what he is doing He 
undertakes a certain risk, and if he gets his money back in depreciated 
rupees, well, that is his look-out. But it is very difficult for a responsible 
Government to take that line It is not an act of good faith. If a Govern¬ 
ment borrows money for the initiation of a development project, I think 
that Government is at least under a moral commitment to repay m money 
that IS not depreciated. Otherwise, the Government is not really, in the 
economic sense, fulfilling its commitments. 


There is another point to consider. In unclerdevelojiecl countries, you 
TOnt to strengthen the wdlingness of people to save and to subscribe to 
^vemment bonds for economic development. That is a very desirable 
thing. The more you can finance in that voluntary w'ay, the hotter. But 
you cannot expect private people to go on lending you money in that way, 
«to go on sav^, if there is a constant process of inflation m your country. 

and all the 

^ple some of the time, but you cannot fool all the people all the time, 
shnl^nn tT’ “ 8 °®® on, your private individuals will wake up to the 

TW ^ *‘‘®y ‘^® '®a»y get their mon^ baok. 

**’® aame thing printed on them as 
of ^ over to finance development, but roally those pieces 

the what they should be worth. You cannot expe^ot, in 

WiJ! ’ * u®® the risks of changing prices to your 

you mon«v*fnp ~i ^‘**^®n* undermining their willingness to lend 

you money for future development projects. * 

of of suggestions have been made, that Governments 

againstS P''®*®®’' their investors 

tSJS, iXJnn Pi‘®f • automatically a tendency 

underdeveloped countries because their needs we 

&ves?dVv2^ neels tend To 

roiouroes. But oh the greater than the available 

iJut, oh the other hand, you want to strengthen people’s willing- 
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n6aa to save. Therefore the suggestion has often been made, and m feet 
that IS one of the recommendations that the Economic and Social Council' 
of the United Nations at its last Session m Geneva made to tho Governments 
of underdeveloped countries, that they should consider methods of pto, 
teoting their savers against depreciation of their savings due to inflation 
In other -words, the suggestion -was that Governments might put the 
interest which they pay on a sliding scale if the prices go up If the ptic« 
double, they would have to pay twice as much There is a good deal to be 
saidfor this suggestion Ifyour saver gives us his money — ifit is a voluntary 
transaction — he acts m good faith, and it is not good faith to return him 
hiB money in values that are very much less 

Of course, it should also -work the othei way. Supposing you maU 
tremendous teohmcal progress and you follo-w a very austere financial 
pOhey (perhaps after studying these leoturos), you have a terrific budget 
surplus, you tax very heavily and as a result of that, your prices fall Then, 
of course, your saver would really get back more than he is entitled to, If 
your saver is sure of a return that always buys him the same quantity of 
goods that he gave to you, the idea is that that -would strengthen confidence 
in money, confidence in banking and the wilbngness to subscribe money 
for development. No-W, conditions in each country differ very greatly, 
therefore, you oannot apply that principle ndgidly to each particular 
country. 

XIY Excessive Development Programmes and Economic Efficiency 

Now let me add a bttle more to the warning that finance of economic 
development by inflationary methods will defeat its o-wn end When you 
have this inflationary condition, on account of development programmes 
that are too big for the resources made available for them, one of the things 
that you wiU invariably find, is that people make'easy profits If prices go 
up all the time, you do not have to be very efficient to make a profit —every 
thing goes up. If you own stocks of goods, as a farmer or dealer or producer 
or,hoarder, you make a profit while you are asleep You need not do 
anythmg at all, you need not make any contribution to economic develop 
ment. Next year as prices go up, you will be that much richer in terms 
of money As a producer, you can always make a profit, because you produce 
thmgs now, you pay wages and buy your machinery at present prioe8,while 
you sell your goods m two or three years’ time when prices are much higher, 
You have made a profit, and there is nothing to it You do not have to 
be efficient — anyone makes a profit. 

Now that, as you will certainly see, is a very unhealthy condition in 
underdeveloped countries, where the great objective is to increase eflfloiency, 
to increase productivity The best method of economic development ae 
1 have stressed before — especially m the early stages — is not necessarily 
big capital projects which cost a lot of money The most effective method 
might be to moiesase the efficiency of what you have already got Before 
you add to your capital, it is wise to ask yourself whether you are already 
makmg the best possible use of the capital that you have akeady 
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got. That means ef&oieticy in production, whether the factory is a 
Government factory, whether t is a priv-ate tacto y or a mixed factory,i 
a public corporation, or whatever it may be It makes no difference 
If you follow an inflationary policy, you destroy all possible ‘ incentive 
that your producers could have—farmers, industrialists or whoever 
they are. Why should your producers be efficient? They mn.kA 
money in any ease Beal inflation throws easy money into the lap of all 
producers It destroys their incentive to reduce their cost — to sit ir the 
evemng after office hours and figure out whether they could not introduce 
an improvement here, save some cost there. When everyone makes money, 
there m no need for competition. They can all hve and let live They are 
all a happy band of brothers In those underdeveloped countries which 
have gone through a period of inflation, especially where that inflation has 
been chronic, you can put your finger on those particular things that I 
mentionedL The producers do not worry about whether their plants are 
efficiently laid out, or efficiently operated, whether they could not 
improve them, because they are making easy money Thpse countries 
would be much better off in terms of output and production, if money¬ 
making were not so easy 

It IS never, a good policy to make money-making too easy I have 
always stressed in these lectures that desirable private enterprise which 
fits into a development programme, should be e couraged A Government 
should never forget that the pubho development programme that it under¬ 
takes, IS not an end in itself it is meant to serve for private production ■ I 
am now talking of countries that have piivate development But it is 
quite wrong to throw money indiscriminately at everyone who cares to make 
It, by having a process of inflation That is not what I call desirable 
enoours goment of private enterprise That does not h elp your development 
programme That destroys your development programme 


XV Inflation and the Nature of Investment 

There is one remark that I want to add about inflation ns a hesult of 
programmes or insufficient available resources m 
underdeveloped countries It concerns its effects on the nature of m- 

vcSllDGIlti 

investment One is very short-term 
year For instance, mvestments in commodities. If you build up stocks 

rnoneybackrnSurtweCTSmSsyeSs ^SeSdtvp T' 

»lhod"jXw».o^.tT“ ■isvelopmmt, th/mA 

ffient, flracticallv nil p ^°P^®nt is promoted is medium-term invest- 
mctically all mvestments in directly productive facilities are of the 
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medium-term type. The most desirable contribution to economic derjU., 
ment is made by people who invest their money, shall we say from 6 to^ 
years but mth the intention of continuous operation, and expect to hm 
to replace their facilities, within that medium period. PracticaUy all invejl' 
ment in factories or industrial development generally is of that kmd, oa wd ^ 
as much investment in agricultural and transport equipment. 

Now that type of investment is very heavily discouraged by inflation. 
The short term typo of investment, which generally speaking does not adi 
very much to economic development, is not discouraged by inflation. Y® 
make quick profits, you make e sy money and you don’t want to rspli^ 
your stocks of goods. You do not worry about replacements, because thit 
is one speculation that is finished, there is no sense of continmty, you tlM 
of something else to do with your profits. 

A.t the other extreme, very long-term investments, that last for 80 tn 
100 years, like house building, for instance, also ore not discouraged by iuili. 
tion. On the contrary, they are encouraged. Tf you have a house, or you 
buy up agricultural land, that lasts you for ever. You do not have to wony 
about replacement. Who worries about replacement costs in a 100 or 200 
yean! It is a matter not for yourself, it is a matter for your great-grand, 
children. No matter how strong your family feelings may be, I do not thii 
that anyone of you could have spent sleepless nights worrying how his great 
grand-children are going to replace the cost of the house in which you on 
now living. At the same time, you are protected against inflation, yonr 
land or building is a real asset. Therefore, inflation benefits you. 

DiSTOBTIOK of nKVBPOPMSNT FROOKAMUITBS BY IHFLATXOU 

What you invariably find m under-developed countries which adopt 
inflationary methods of financing economic development, is that their deve¬ 
lopment activities become lopsided. You find a heavy stress on these short¬ 
term speculative investments on the one hand, and buying up of land and 
real ertate construction and other very long-term investments, on the 
other hand. But you find a great neglect of medium-term investmenti, 
directly productive investment projects. Now, unfortunately, it is jnit 
those projects that are the most useful for economic development Thesa 
countries do not promote their economic development by that poUoy. But 
these policies are almost the inevitable result of inflation. People will do 
what is profitable for them. And inflationary conditions make most profit¬ 
able for private investors the things that are least desirable for your economic 
development, If you have private enterprise, you can never have n satii- 
factory development programme without also satisfactory programmes in 
the private sector, you will never get that in a state of inflation. 

XVI The Cbm for Formulating moro Projects than can ba Exscutsd 

Well, we are now finished with inflation and 1 want to make a point, 
which I feel is very important and which may seem, at first sight, to be con- 
toadiotoiy to what I have been saying just now. But I hope you will si) 
see quite oleaily that it is not really contradictory. So far. what I have saidii 
that no country shohhl try to execute a development progranune which Is k 
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e-'T . xv-i. T want to araw is oei/wtjoii mtj proi'ramme that you- 

distinctio programme, the number of projects, that you have ready 

r® pp’iition You must always have more projects ready for execution 
n vnu can actually execute, with your available resources You should 
WvVhave a reserve collection of projects, that you know you cannot 
with vour available resources and that you are not trying to execute, 
w that vou should have carefuUy worked out in detail. That is to say 
Ihiit T do not want to draw the conclusion fiom what T said before, that you 
.hmld not formulate projects, if they are not compatible with your available 
lesourcas Now let me tell you four main reasons for this. 


Pour reasons 
(o) Coniingtiicies 

1 You will all be aware after our discussions and field experience 
that your first project, on the top of your list, may get stuck. Yon may 
not be able to get the machinery. For instance, you will remembei that at 
Basul you vere told that much of the work had been slopped for two or three 
months because they were waiting for some item of equipment from Bel¬ 
gium Well, these things may always happen and then it is important to 
have some other project that you can substitute. Well, that is an obvious 
point which I need not elaborate 

( 6 ) The ‘muUipliei' at work 

2. A second reason is that your available resources will increase in the 
course of your development. That is what development means first to 
assess your present available resources, but then to increase those resources, 
so that in 2 or 3 or 6 years’ time you can do more. It would be very wrong 
to be so careful in avoiding inflation, that you do not prepare any more 
projects than you execute, and therefore when your resources increase, in 
2 or 3 or 5 years’ time, you are without projects to utilize your resources. 
Since your resources are expected to increase, if your development policy 
IS successful, you should have already projects prepared for this expected 
increase in your resources A good development programme does not only 
consist in saying “I want to increase my resources, in three years’ time, by 
20%”. That 13 not sufficient. You must also give some thought now 
to the problem’ “What am I going to do with those increased resources 
in three years’ time when I have them*’’ In this matter of increasing re¬ 
sources, you have what is known in economic language as a multiplier at 
work. Those of you who have studied economics will know what that 
means The multiplier effect is a condition where a change, say by 1 %, 
in one factor, causes a much bigger change, say by 10% , in another. Now 
I want you to see quite clearly, that there is such a multiplier between the 
increase m your total available resources and your res lurces that are available 
for new development. If your total available resources increase by 5% 
the lesources that you have available for further development may well 
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increase by 20%, 30 or 60% I hope you all see why that is so To % 
trate the point, I will give you a very simple numerical example. 

If your total resources are 100 and from that 100 you utihze 95 fot 
necessnry subsistence, state administration, defence and replacement, you 
have only 5 to put into new development That is the position in many 
underdeveloped countries to-day Supposing your resources m three yeaif 
time are increased to 125 If your other expenditures could he kept it 
96, you ivould have 30 left for new development Your resources available 
for development have increased, not by 25%, but by 600“/o- You see hoir 
the resources that you have available for economic development may 
increase much more rapidly than you think It needs a comparatively Bniall 
increase m your total resources, to multiply the resources that you hare 
for more economic development. Therefore, a good economic develop 
ment programme may speed up very rapidly as you go along. It la very 
useful to have a reserve supply of projects, to take account of this poaaible 
rapid increase in the resources You must think of your present available 
resources as a limitation on your development programme that can he 
executed But you must not think of your present available resoiirces 
as a fixed quantity for all future. It should be a rapidly expandmg 
quantity, if you can prevent consumption from absorbmg the whole 
mcrease immediately 

(c) Unier-esiimation of present resources 

3. The third reason which is similar to the second is that it is always 
possible, that you may under estimate your present available resources. 
They may be supplemented by fo eign aid or in other ways You can never 
he quite certam what your available resources will be. I stressed strongly 
the need for knowing your present resources, and that is why I said that 
the development of national income statistics and all that it mvolve^ is an 
essential precondition for formulatmg a good development programme. 
Without that you are just acting in the dark You may do too much, you 
may do too little You cannot tell. But, of course, there is alwavs a margin 
of error m these national income statistics It may be that you mav get 
more foreign loans than you count on now. It is also possible that there 
may be a big boom in the price of jute and that again increases your available 
resources The most uncertain factors, in these matters are the foreign 
capital and the prices of your export products on the world market. The 
prices that you have to pay for your imports are also unknown factors and 
they have been known to change very rapidly For mstance, a country 
that relies mainly on rubber exports, and has made its calculations on the 
basis of rubber prices before the Korean war and did not have reserve pra 
j'eots, would have been caught completely unprepared now. They would 
have had much more resources than they expected and they would have ne 
development project prepared to put them mto 

(d) Alternative projects necessary for project appraisal 

4. My fourth argument is the most important; it is of a general econo¬ 
mic nature There is m economics a principle known as ‘opportunity costs’. 
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Hoes opportunity coats mean* When you have your cost benefit 
for vour development project and you say it will cost me 20 
n on ruuees or whatever it may be, to irrigate 2 million acres of land’; 
hit do v^u liiean when you say that* 20 million rupees means nothmg 
rthe economist who thinks ir real terms You cannot live on money. 
Money stands for something else It is a symbol Now for what is money 
““^bol? Money is a symbol for what money can buy. When you say 
ft cMts us 20 million rupees, what you really mean is “This irrigation project, 
mats US the thmgs that we could otherwise buy for 20 million rupees, which 
e have to sacrifice ” Your cost of one project is the sacrificed opportunity 
of undertaking another project That is your real cost 

If an economist is sent out to study the development of a country, pro¬ 
bably some one will come along and tell him, “We have this project, we 
reckon it will cost us 20 million rupees to do it Is it worth doing* ’’ Well 
that question to me is completely meaningless My question would be, 
“What would you do with those 20 million rupees if you did not spend them 
on this project*” It is only then that you can begin to study, whether that 
project is the best thing the country can do with thte money You cannot 
tell that a project is good or bad by looking at a money figure You can 
only compare different projects 

The only question that makes sense, is^ “Is that the best thing that 
we could do with our 20 million rupees* ” That question makes sense. But 
to answer it, you must know much more than the project You must know 
what other projects would be undertaken with the 20 million rupees, if the 
first one is not undertaken. In other words, you can never appiaise the 
economic development programme of a country or the value of its executed 
projects, unless you also study other projects which that country has con¬ 
templated but not executed, and can compare these two sets of projects. 
That, of course, also applies to the government of a country The govern¬ 
ment can never be certain that it executes the right project, unless it haa 
also considered a number of other projects and rejected them 
You must always have rejected a project or a number of projects, to be certain 
(hat the pro-ject that you actually undertake is right That is a very important- 
principle, in economics generally and in development programmes particu¬ 
larly 


In other words, if you try to draw up a development programme you 
must not say “Well, we have Rs 140 per head That means we 
should not spend more than 250 crores of rupees on development for th& 
next five or six years because otherwise we will get inflation We have 
already 6 mce big projects here which will cost us 250 crores of rupees and 
that 18 all we can afford So we do not have to look at any other project. 
Our development job is finished Let us go ahead” I hope you see now 
that this IS completely wrong If you proceed in that way, there is no tel¬ 
ling at all, whether the six projects which you undertake are the best way 
of spendmg your money In other words, if your total available resources 
are 250 crores and you want to make certam that vour development pro- 
yoi* got to prepare projects, and look at them in detail, 
that add up not to 250 crores, but perhaps to 750 crores or 1000 crores of 
tup^ But you must not try to execute them That is the distinction 
at 1 want to draw. If you come to study conditions in a country, m your 
countiy or any other country, you ask “what projects have you prepared^’” 
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and you find that the projects prepared are only the projects that are ^ 
tually being executed—you can be pretty certaui that the development piJ' 
gramme of the country is wrong. It would be only by a miracle that W 
hit on the right project, without studying a number of other projects Soej' 
times some one from an underdeveloped country tells you with great pnl^J 
“We have been very careful in avoiding inflation. We have read allfli' 
economic literature on the subject. We are deeply impressed by the danW* 
of mflation. We have read all the recommendations to avoid inflatioimj 
we are proud to tell you that we have adjusted our projects completely i, 
our available resources and we have not formulated any more projects tks 
we can execute.” Well that is a sad moment, because that is completdr 
wrong That is not the idea at all. The thing to do is to formulate matj 
more projects, but to execute only what you can square with your availalk 
resources. 

XVII ^Opportunity Costs* and the Interrelation of Projects 

I think the point that I last put forward, is important to rerncmbei 
The costs of a development project are the sacnficed benefits from anotlw 
project The costa of project A are the benefits of project B, which youdt 
not undertake because you underbake project A. In other words, in econo, 
mic development there is a very mterestmg relation between costs and bena 
fits That is another reason why your cost and benefit calculation muit 
always be in identical terms, in money terms in your own currency Otk 
wise you cannot compare In order to compare the benefits of project B 
(which you sacrifice) with those of project A (which you get) you must bt 
able bo compare directly Otherwise, all this scientific cost/benefit approacli 
to econoiUio development does not make sense Furthermore, the benefiti 
of project A are also the reduction of cost or increase of benefits of projecl 
B, That is what I called the cumulative force m development That is foi 
instance, the economy of multi-purpose river development. If you hait 
one thing, shall we say irrigation, it may be posssible for you, without muol 
extra cost, to have a second scheme of navigation or flood control, or pons 
or starting up fisheries, etc. If it becomes possible and cheaper for you to 
have a navigation system because of irrigation, it is absolutely essential that 
the reduction in the cost of navigation is taken into consideration os oneol 
the benefits of the irrigation scheme Otherwise your whole reckoning u 
wrong. 

The cost of project A are also to some extent the cost of project B, II 
you incur certain costs for building a dam for irrigation purposes, that dm 
will also be part of the cost of your electricity scheme, and you are faced 
with the problem of spreading your costs over the two projects One of the 
great problems in cost/benefit calculations for pconomio development is thu 
problem of joint costs. If you have this cost for multipurpose development, 
how much do you put down against your electricity, how much do you put 
down agamst your irrigation purposes, your flood control project, you 
colonization project? Many cost items are joint costs If you just set it 
all down against irrigation, that would make your hydro-electricity schenit 
look much more promising than it really is If you put it all down ag&iwt 
hydro-eleotncity, than your irrigation scheme looks much more benefioul’ 
iban it really is. 
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There are three points to consider when you have a project. How 
fw are the costs of my project the sacrificed benefits of another project? In 
other words, what would I do with this money if I did not undertake this 
project? Unless you can answer that question, you cannot appraise this 
particular development project. Never confine yourself to the project that 
yon are actually starting. The second question is, how far dops this parti¬ 
cular project that I undertake here, reduce the coat of some related project? 
In other words, how far have I got a condition of joint costs! The third 
question is • How far Me the benefits of my particular project part of the 
costs of some other project? In other words, how far is the particular pro¬ 
ject, that I undertake here, a segment of a bigger project? How far does 
one thing lead to another and then how does my benefit cost calculation 
come out with the various segments of this big project, this oombmed project 
that I am undertalung? ^ 


XVIII Determination of the Site of Development Projects 

This prmoiple of " opportunity costs ”, of alternate projects, of ” What 
do they know of a projMt, who only a project know ?” Has another im- 
portent application It helps us to determine the best size or scale to 
which specific development projects should be taken. 

This point may be illustrated with the help of the following graph : 



*00^ better seeds, fertilisers, etc! S* - l^SSnlil^a 
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scale, yefc m the type of project involving major capital outlays—with wlik! 

■we are hero mainly concernei—the general picture will be that projects« 
be uneconomical if they are undertaken on a very small scale Pomt A. 
the ‘' break-even point ”, i e , the point -where the cost of the project Tvik 
repaid, or where the benefits/cost ratio rises from belo-yv one to one Pont 
B 18 the point at which the benefit/cost ratio is at a maximum, shall wesaj 
1 5 Pomt 0 IB the point at which the total net benefits, i o , the excess 
benefits over cost, is at a maximum This point is always to the rights 
point B, indicating a larger scale of project The reason for that is that eva 
though the beneflt/cost ratio may be gradually declining, say from Ist, 

1 45 to 1 4, etc , and we got less and less return for every additional rup6{ 
which we spend, yet at the same time the total benefits are still increa^ 
because of the increased scale on which money is spent Beyond point C 
the total net benefits begin to decline, i o , additional outlay on the project 
fails to secure an additional benefit/cost ratio of more than one 4t poim 
D, there is another “break-even pomt ” where the total benefifc/costratio 
or the project as a whole has fallen back to one Beyond point D, it declines 
to less than one 

The question to be answered is “ What is the best scale for pirticnlar 
projects within an economic development programme ® ” Our previous 
discussions will help us to answer this question and to avoid errors whict 
are frequently made, not excluding some of the technical literature on fit 
subject 

It 18 obvious that no project will be contemplated at less than the ecalt 
indicated by point A or more than the scale indicated at pomt D The 
project on such a small scale or such a large scale would clearly be unecono 
mical 

It should, further, be clear that the minimum size of the project, if under 
taken, at all will be B If the project is worth undertaking on a scale some 
where between A and B, it is surely even more worth extending to the 
scale of B, since this further improves the benefit/cost ratio 

However, it is a widespread view, and one that at first appears plausible, 
that every project should he extended to the scale indicated by point C, and 
that our objective should be to maximise our total net benefits, i e , the excea 
of total benefits over our total cost This view is indeed widely propogatei 
Our previous lectures, however, should help us to see that and why it is 
a ■wrong view. 

It 18 true that as we extend the scale of a project from B to 0, wo obtain 
a henefit/cost ratio for our additional outlay which is greater than one, even 
though it may decline from the maximum figure reached at point B How 
ever, although the benefit/cost ratio on the extension of the project from B 
to C IS greater than one, it may very well be less than the benefit/cost ratio 
obtainable by spending the money on some entirely different project, Y, 
instead of extending our first project, X, from B to C In other words, 
it will only pay to extend project X from B towards C if we have no other 
project under consideration on which a greater benefit/cost ratio greater 
than 1 45, 1‘4, 1 35, etc, can be obtained Project X should only be 
extended to pomt C if it is the only worth-while project in the whole eoonomy, 
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in tie sense that no other projeot has a benefit/oost ratio greater than one. 
That will be a very rare and practically non-existmg situation 

Should the project then be confined to soale B * It would be equally 
wrong to conclude so The benefit/coat ratio obtainable by extending pro¬ 
ject X beyond the soale B, even though declining from its miximum, may 
very well bo higher than that obtainable by spending the money on different 
projects, Y or Z Thus it would be equally wrong to say that the project 
should be confined to soale B 

The true answer, and the result of our discussion to-day, is that projects 
should be extended to some point between B and C, but that we oannot tell 
where exactly that point will be unless we have the same graphs, and know 
the benefit/oost relations, not only for our projeot X, but also for the other 
projects Y and Z which are the possible alternatives for spending the money 
Again we see that we oannot tell much about a project, unless we also know 
something about other projects Only those people who have a view of the 
development prograinme of a country as a whole, are in a position to deter¬ 
mine the best scale to which a specific project should be carried 

The right scale for a projeot will be fairly close to point C if the alternate 
projects are of a very large scale nature, so that it would not be possible 
to undertake thetn on a small scale In this case, if the contemplated exten 
Sion of projeot X is fairly small, i e., if B and C are close together, the best 
scale will be close to point C This will also be the case if the benefit/oost 
ratio of projeot X is very much higher than that of any other alternative 
project Y and Z, i e , if project X has a very clearly marked priority 

On the other hand, if there are several other alternative projects with a 
benefit/oost ratio very similar to that of the priority project X, and if they 
can be economically undertaken on a fairly small scale, then the hkehhood 
IS that the right soale for project X will be pretty close to point B. 

To summarize, the right soale will be neither at point B, With the best 
benefit/oost ratio, nor at point G, with the highest net benefits, but some¬ 
where in-between Where exactly it will be, can only be determmed by study¬ 
ing the alternative methods of spending the money involved in an extension 
of the project from B to 0 


XIX Increase of Resources Made Available for 
Economic Development 


Let us summarise the position so far reached, before taking some further 
steps We have seen that development programmes should be kept within 
the limits of available resources, and we have seen the consequences of what 
happens if they aie not. We have also seen that this limitation of develop¬ 
ment programmes to present available resources should apply only to those 
projects which are actually executed, but not to those which are formulated 
and investigated I now wish to make a further qualification, namely, that 
the principle of keeping development programmes within available re- 
sources is not equivalent to a suggestion that developntent programmes. 


69 



DKTKijoniinT nojxoTS as past of katiohal dwelopmunt PBooaAicMia 


should be out dovn. Bather, it is a suggestion that the resources made 
available for eoonomio development should be increased. 

Avoidanoe of inflation is not an aim in itself. A country can alwsyg 
avoid inflation by failing to have any development programme or develop, 
ment projects. Our problem is not to avoid mfiation, out how to have the 
maximum possible development without inflation. The government of an 
underdeveloped country may have followed the soundest nnanoial pohcies 
it may have an unbroken record of balanced budgets, absence of internal 
debts, stable prices, etc., and yet it may have faUed in its essential eoonomio 
duties. 

Putting it in a different way, a government should not try to avoid 
inflationary pressure , such pressure is mherent in economic development 
which means additional demand for labour, materials and services of all 
kinds which go into development projects. Eoonomio development is 
inflationary pressure. But if a government should not avoid inflationary 
pressure, neither should it give way before it It should go out and meet 
it by making available additional resources, to satisfy the claims of eoonomio 
development. 

Such additional resources can come from any of the following four 
sources: 

(1) Taxation. 

(2) Borrowing. 

(3) Voluntary Saving. 

(4) Beduction of government expenditure for purposes other than 

economic development. 

There will be hardly any underdeveloped country where some additional 
resources cannot be mobilised from one or some or all of these four sources, 

Tax “ PiBST ” paoJaoTs abx futahoial 

What the discussion which we have so far had in this course would lead 
up to, is this ' In drawing up a development programme it is wrong to 
start with particular projects That should be the second stage. The first 
stage in dnwing up programmes of economic development is to do with 
resources rather thw projects How can we increase the resources made 
available for economic development ? How can we increase the yield of 
taxation ? How can we increase borrowing t How can we encourage 
saving 1 How can we reduce non-development expenditure 1 It is ques- 
tions of this kind, rather than questions relating to specific projects, which 
t4ke precedence in development programmes. The economist has priority 
over the teohmoian in this respect. Only when these first questions relating 
to resources have been answered, can we begin to ask : " W^t are the best 
projects to fit into the available resources which will give us the greatest 
possible excess of benefits over cost for the economy as a whole t ” 

If yon like to put it that way, you could say that the first develop¬ 
ment projects are {nojeots designed to improve taxation, borrowing methods, 
and savings facilities, and to out out inessential government expenditure 
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-other reforme. Those are the first development 

by hemes. nVer valleydevelopment schemes, electnmty 

loots hi we have been discussing-come afterwards Re- 

^il]tbe8athnP“» projects are the cart. The horse should be put 
KinrcM y, jnes not make sense to do jt the other W'ay. 
brfore the cart. ItoB» 

Xhb Budobtaby ASPBcrra 

, * aoneetion raised, let me make it quite clear that the gov- 
Ib reptyw“developed countriesis to moke the resources available, 
(tnmeiit’sjobin ™j,^jg^gjopnient programme, but for private development 
notonlyfodMP not private developers, have the respon- 

jjrojectaaawob'^j jjjgjjj, programmes frustrated 

nbilitytowo - uneopie cannot do it. Private people have no power 
by)inflation. government must do it. 

Jo practical apphoations. First, a balanced budget may not 
, underdeveloped country. Second, there must be a group 

f"* * in acme government department or other official position in an 
' j Smed comitry who oan see the details not only of public, but also 
!fMwtedmlopment expenditures, and see them in relation to total re- 
ZeaandtheirwiderfinancialandeconcmicefrertB. 

The second of theae two applications explains itself ; but the first may 
stand in need of some explanation. A balanced budget is not enough, 
because the taiation may be required to reduce consumption or inessential 
eipenditure, m order to find resources, not only for public development 
pmects, but also for pnvate development projects. Inflation can start 
through'Mcessive private development or public development It does 
Dot matter whether a specific project is public or private—it creates exactly 
Ihs same demand for reeouroes. The same cement is needed for the building 
of a public structure as for a pmate structure ; the same steel for the 
machineiy in a goverament factory as in a private factory. The distmction 
between capitafcffl andBooialiem fades before the facts of inflation. 

I think you will see now what I mean when 1 say that the noimal 
condibonman underdeveloped country which relies to a large extent on 
private development, and which does not get substantial aid from abroad 
m it« economio development, should be a budget surplus How many 
underdeveloped countnee are there with a budget surplus 1 A balanced 
budget 18 , of course, very much better than a budget deficit, but it is often 
not enough to prevent inflation. Pakistan and India both have roughly 

balanced budgets and both are very proud of it-and rightly so But 

neither of the two hae been able to avoid altogether some inflationeuy 
symptoms, inepite of the balanced budgets. Yet 99 out of a 100 officials 
wncem^ government finance in undercievelopod countries will sit 
back wd think their Job is done if they have relatod tax receipts to public 

eipenmta. The question should not bo : " What is the public expenditure 
1 ^ question should be “ What is the 

MTU, public and private, for which I have to find 

enniU y * v "Would often result in a budget 

“.thequestion asked in that form ? 

I expenditure and public revenue u traditional 
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and desply rooted everywhere, not only in underdeveloped countnea Biaj 
to have good development programmes, I think it is important to abandat 
t us link The link should be between total development expenditure 
public revenue, not between public expenditure and public revenue 0*1 
way of seeing this point is to reahse that the yield of taxation may 
well be used in order to give subsidies, in various forms, to private dereW' 
ment projects Some underdeveloped countries follow policies m that’ 
direction < 

XX Shifting the Burden of Development to Future Resources 1 

I shall now turn to answer a question that will loom large in yo® 
minds Is it necessary to fit development programmes into presently avail 
able resources * You may ask “You have told us of the principled 
the multiplier—that our future resources available for economic developmeal i 
shoul 1 be very much larger than the resources presently available, if cjj 
development policy is successful If that is so, why then should wenol 
finance development from our future resources which will be so much 
greater * If we are going to be so much better off, is it not sensible to shift' 
the burden of economic development from the present to the future and stop 
worrying about taxing the present generation for things which will benefit 
future ones t 

Tnat IS a plausible question and it reflects widespread views Never ‘ 
thelesa, it la a wrong view, and I think it is important for the formulation of 
a good development policy to see that and why it is wrong 

Impossibility of shifting the burden of a domestically financed 

DEVELOPMENT PROGRAMME 

There is only one way of shifting the burden of economic develop 
ment from the present to the future That is by borrowing from abroad, 
If you borrow from abroad and repay in the future, you do not have to 
exert your present resources Instead, you use your future resources when 
the time of repaying the foreign loan comes If your future resources are 
greater than your present ones, both in terms of total production andin 
terms of foreign exchange, that may be a very sensible thing to do Bat 
in so far as your development programme has to be domestically financed, 
you cannot shift the burden to the future in any way, or by any device 
To-day’s development has to be met by to-day’s resources You cannot 
build a barrage to-day by using labour and raw materials in five years' 
time You all know that It is a physical fact and because it 18 0 
physical fact, no financial device can change it Finance can never make 
possible what is physically impossible 

Yet the idea that it is financially possible to shift the burden to the 
future IS deeply rooted and widespread In nearly all underdeveloped 
countries, you find ideas such as these • “ We must tax for current expen 
dituro, but it is safe to borrow for development expenditure Development 
flxpenditure benefits the future Therefore, let the future look after the 
finance when the loans have to be repaid There is no harm in running into 
pubhc debt as long as we create tangible capital assets to balance the debts. 
Let us balance our revenue budget but do not let us worry about the 
capital budget". 
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Such ideas are wrong, and they can be a great obstacle to a good develop¬ 
ment policy, by leading right into inflation So let us see why they are wrong 


XXI Budgetary Implications : A *Capi 'al Budget’for Economic 
Development 


X(w I wish to make it quite clear that I am m no way objecting to 
the idea of a capital budget I think that in any good presentation of a 
development programme the government ought to distinguish between the 
revenue budget and the capital budget It is always very important that a 
government, or provincial government, or a local authority, or whoever 
undertakes any kind of development programme, should know and dis- 
tmguiBh and say “This kind of expenditure is for current administration 
or ourrent services—or for replacement of what we have already got But 
this other kind of expenditure creates new assets which will benefit the 
future” Any government that wants to have a sensible and consistent 
policy shdhld do so The value of the. distinction is for purposes of in¬ 
formation, for purposes of study, for purposes of estimation of future re' 
Bources My argument is that there is no economic case at all for financing 
the development bidget or capital budget m any different way from vour 

revenue budget Your development budget—development expenditure— 

raises the demand for present goods and services in exactly the same wav 
as your revenue budget 


I want to remmd you again of a statement that I made some time 
ago, when we discussed inflationary processes m underdeveloped countries 
that the economic views on inflation as a method of financing economic de’ 
velopment and economic progress have been developed in inJusbriabse) 
countries whore conditions are very different There are no text books of 
gnomics which start off with the conditions in underdeveloped counLe? 
Many general economio theories and economic views that are now univer 
ally accepted and appear m the shape of general theories, are really theories 
mdustrialmed countries. Conditions in underdevebpej countries are 
often very different Here in the case of the capital budget we have an 
Jher Illustration of the same point The view that a capitfl budget should 
bo financed in a different way from the revenue budget is fairlv crnnor ii 
accepted, but it has been developed for the speciaUokiitin!^^!^ generally 
tnaliseJ countries Since we are now talking ot underdovelonel 
I want to emphasise, that there is no economic case for 
between those two kmds of expenditure “ distinguishing 
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The case foe borrowing fob development pbogrammes 

Having mado that general point, let m© modify it iinTnediat«lf 
do not want to be too extreme There is, of course, a case for borr® 
but it must be put in the right way I do not want you to underatj. 
from what I have said so far, that an underdeveloped country must al^ 
tax and never borrow That is very far from true But if you bgj 
for the finance of your development projects, you have got to do it» 
your eyes open You should not borrow under an illusion, that by borrow) 
you can shift the burden to the future Y^ou just cannot do that. ^ 
that does not mean that borrowing does not serve other useful pnrjjJ 

Bor mstanoo, borrowing may be in effect a good form of tasfe[ 
If people, instead of spending their money on consumption goods, impati 
radio sots, shall wo say, are voluntarily willing to save this money aidi 
hand it over to their government for financing economic development tt 
IS a thoroughly desirable thing There you have all the advantages of tsj 
tion since it is not the purpose of taxation “to find the money for the dr, 
lopment programme” The government can always “find the mens 
The government have to tax because j’^ou have to keep the program 
within your present available resources If your total cuke is hmftt, 
and you cut out a slice from that total cake for economic developrae. 
you must reduce the other slices That is the purpose of taxation-, 
reduce the other slices 

Now once you get that idea firmly in your mind, you can see thath 
rowing can be a very good thing In our illustration, borrowing has t 
hioved exactly the same purpose as taxation These people, instead 
buying imported radio sets, hand their money over to the governmei 
It is as good as if you had taxed them There is no special advantage 
taxation, other than to reduce those demands for goods and services wh 
might compete with economic development But if borrowing does exact 
the same job, it may bo just as good as taxation It may even be bett 
than taxation People make a voluntary subscription to a Road Boi 
or to a Development Bond or general Government Bond, but you mi| 
not have been able to tax them Your taxation system may not bo ga 
enough to get into all the corners whore incomes are made It may not er 
be desirable to ha\e a taxation system which is too elaborate Taiato 
must be fairly simple, othoiwise it cost.s a great deal to admimstor. 0 
again, if you try to tax people, they might stop earning their income Tb 
might say, Tf I have to pay a high profit tax, well—it is not worth my whi 
I shall stop production’ That is a very undesirable effect of taiatw 
Therefore, borrowing may be better than taxation in certain circumstanw 
But borrowing does not shift, from the present to the future, the burds 
the sacrifice that you have now to bring, in terms of consumption, in ten 
of other investments, m terms of general government expenditure, mten: 
of everything that competes with economic development 

The difference between borrowing and taxation is, that when peopl 
lend you their money, you give them something in return You give tb«E 
a piece of paper m return For them it will be a capital asset They gn 
you their money and they renounce their demand for current goods ms 
services When people give you their money m subscription to gov® 
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ment bonds, is equivalent to their giving you little pieces of paper on which 
Lv write; "We promise to the extent of Es. 10 or Es 100 (or whatever it 
y be), not to interfere with your development programme”. In return 
for that you hand them different bits of paper, on which you write, “We pro¬ 
mise you m 10 or 20 years’ time (or whatever the case may he), to pay you 
ioertsm income out of the proceeds of our development”. 

Now one of the mam points is that people do not feel poorer by this 
treneaotion They have given you something and they have got some- 
tiing. If yen them, they have lost something and got nothing in re¬ 
turn. They are poorer and, therefore, likely to reduce their consumption 
to some extent. But if you borrow money from people, you give them 
Bomethmg m return At any future date, people may try to sell those 
bits of paper which you have given them They have lent you the money 
now for 10 years, but there is no certainty that they are gomg to hold those 
Msets that you have given them People may bring those assets to a bank 
md say. "Well, we have lent our money to the government, we have got 
this bond in return, now will you lend us some money on the security of 
this bond, so that we can spend a httle more on ourselves—there is a nice auto¬ 
mobile, or there la a nioe radio set, or a nice refrigerator, that we would 
like to buy" Well, if that happens, the purpose of borrowing is frust¬ 
rated. The point of borrowing is to prevent people from asking for radio^ 
sets, refrigerators, etc , because the resources are needed for economic de¬ 
velopment But if you borrow money from them you cannot be certain that 
you have frustrated their demand That is the mam argument for saying 
that, in general, taxation is better than borrowing 


Let me mention one other argument in the same duection. Yon 
might argue; "It is only right and fair, that if people contribute to econo¬ 
mic development they should be given somethmg m return, same claim 
to the increased output, that we hope to have as a result of our economic 
dOTelopment Therefore^ h t us hand them these pieces of paper which 
they can treat M a capital assets.” That also, from an economic pomt 
of view, 18 a fallacy. If your development is successful, m the sense 
that your resources and your national income are increased, then your 
people will be better off whether you give them these pieces of paper 
or not. But if your development is unsuccessful, if your resources are 
not increMed, if your bennefit/cost calculation has been wrong, or your 
method of executmg those projects has been wrong-then they will not 

people, who lent you money, by depriving some other people of their 

succLsful every 

^ ^ho exactly is to benefit In 

tht rtSif I™®"* 1 ^* “®™y f®-- development 

S economic a method of making them share the fruits 

mic development a complete misconception The fruits of econo- 

It has nothme to do increased output, 

w not The onlv difF whether your people hold government bonds 
development I “®«®y e®®nom.c 

yourself to difltrihut.e pcople hold government bonds, you have committed 

^gSmLeto thl^T K Tu’ ? pay- 

g an income to those who hold bonds. If your income is moreasW, that 


75 


BSVEtOPMBST PEOJKCTS AS PAST OP NATIONAL DEVELOPMENT PKOGHAIQi^ 


IB fine. Then you can give them that extra income, without depnviM 
anyone else of his income But that you could have done in any 
You can do it because your output is increased 

The mam justification for bonoving la to reach mto those cornen 
that taxation cannot reach Taxnlion must always be a blunt wean®I 
bejause tax laws must be simple, iaii, aiid must not discourage peonle I 
from workmg Taxation, therefore, will always leave a great deal of room ‘ 
for voluntary effort. That should certain^ be encouraged But other \ 
wise borrowmg has no particular advantage over taxation ‘ 

The question of hoarding of money has been raised and its relatioo 
to our problem The answer is obvious from our pievious discussion 
The purpose of taxation is to eliminate the competition for economic de 
velopment, arismg from demand for consumption, demand for other tjM 
of government expenditure and so forth The purpose is to give govern 
ment development projects a clear run, see that they can go ahead, and 
a-e not held back by competmg demand for the same goods and services 
that you need for development Now, it is clear that if people save volim 
tardy, even if they do not subscribe to government loans but put their 
money mto the savings bank or hoard their money at home, they do not 
use their income for current expenditure. For your immediate purposes, 
of giving your development projects a clear run, saving and hoarding are 
jU3t as good as taxation or borrowmg 

This may seem strange to some of you, because you thmk of hoarding 
aa a bad thing But let us make a distmction here. If people hoard goods, 
shall we say, food or gold that has to be imported—it is a great problem 
in India and Pakistan, of course—that is a thoi oughly undesirable thing 
It competes with economic development If people hoard gold that has 
to be imported, the foreign exchanage that is spent on buymg the gold 
abro d is not available for buymg machmery for development If peopls 
hoard food, the food that is bemg hoarded, is not available to feed the wot 
kers on the development project. But if people hoard money, that is not 
so bad For your immediate purposes it is alright If people hoard money, 
to that extent that give you a clear run for your development project, 
But they may change their mind at any moment If you tax people, the 
money is taken away from them, they cannot change their mmd any more 
The thing is done. But if people hoard money they keep control of it and 
it might enter their mind at any moment to spend their hoard Hoarded 
money is a potential demand for resources which could compete with eco¬ 
nomic development. You run a risk that the hoarders will change their 
mind Then your development programme will either be held up—you re 
member, lots of projects started and resources not available for completuig 
them—or else, you end up m an inflation 

I have given you now the strictly economic answer to your question 
on hoarding But m actual administrative practice I think it would be 
very unsound to go away with the idea that hoarding should be encouraged, 
What I said is an argument for not being unduly discouraged by hoarding 
If people hold on to money, well, they give you a breathmg space in whid 
to work out how to encourage them to lend you their money for longet 
terms, instead of holdmg on to it It is never a sound position for gor 
emments to be faced with large hoards of money which might be spent 
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ent It is a very dangerous position, and, therefore, in terms 
do not want to encourage hoarding. But it is nothmg to 
of reauty- ^^03 ^ot mterfere with your development program- 

** *’*There IS never any need to out down your development programme 
““ vou find people are hoardmg money. That would be a com- 

"?Ti« irratioLl and wrong action to take But on the other hand I am 
^ t Line in practical terms that you should go away and say “We have 
I mt here at this Centre, that if people hoard money, we can go ahead with 
^^ATTfllncment proieots. and do not have to worry about taxation. Le - 
b hoard money and do away with taxation ” That I would never 
SSrocate Practically, you have to get the money out of the hoards into 
hfltter twea of mvestment, either by taxation or by borrowmg. But it 
r Quite important to know what you are domg, and why you are doing 
It You are not domg it because hoardmg money mterferes with your 
sresent development programme. You are doing it because it might 
mterfere with your future plans, at some future date It is always im¬ 
portant to do the right thmg for the right reason If you do the right thmg 

for the OTong reason, you are hkely to do the right thing m the wrong 

way. 


A SPECIAL DANQBB OF THE 'CAPITAL BUDOET’: DISTOBTHD 

Development Phoghammes 

Let me add one more word which seems to me important, m connection 
with this idea of a capital budget and financing it by borrowing. One 
of the dangers m holding to this idea of borrowing agamst tangible capital 
assets IS to forget the proposition, made quite early m this course, that 
economic development does not only consist of capital expenditure on 
capital projects Economic development also consists m additions to 
intangible capital In our benefit/cost analysis of a particular project, 
we are always very careful to say that in addition to the tangible bene¬ 
fits of economic development there are mtangible benefits, which may be 
more important than the tangible benefits Well, similarly we also said, 
if you remember, that the capital of a country does not only consist of 
tangible capital resources—things that you can touch and feel—they also 
consist of mtangible things I used the picture of the iceberg, which has 
l/lOths of its surface about water and visible but 9 /lOths below water and 
is invisible. Economic development consists m mcreasmg the iceberg—• 
both above water and below water—not only the tangible capital but also 
the intangible capital The health of people, the strength of people, the 
skill of people, the education of people, scientific tradition, social co-ope¬ 
ration, efficiency of government, good legal mstitutions, good economic 
institutions—these things are not capital assets, they would not go into 
year capital budget, yet they benefit the future just as surely as expenditure 
on dams and irrigation channels, machinery and all those things vou can 
touch and feel 

Now if you have got the theory that you can always safely borrow as 
long as you create tangible capital assets, you draw a distinction between 
tangible capital assets and intangible capital assets, that is qmte unreaL 
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Por economio purposeg, there is no such distinction The important 4 1 
tmction 18 whether or not we think that the expenditure benefits the futm 
by contributing to economic development Whether it creates tanmbh 1 
aaseta or not, haa nothing to do with it. It does not follow that expentb 
ture which does not create tangible capital assets, is not true developmeij 
sxpenditure in the aame sense as expenditure on your capital projecU 
it may be better development expenditure Money spent on improvej 
health or improved education—may result in tangible assests m the form of 
hospitals and schools, but it need not take that form Health expenditure 
can be on an anti-malaria campaign, which takes the form of buying a lot of , 
D. D T and then spraying it into the air—there is no capital asset but the 
health of people haa been improved To say that this expenditure ou ' 
D. D. T. IS not development expenditure, would be quite wrong. 

Now you see what I am driving at If you draw that distinction he ' 
tween tangible capital assets which can be financed by borrowing while the 
other cannot, you are not only doing something that does not make economic 
sense—you are also in danger of distorting your development programme, 
The development programme is likely to be wrong if you have that idea, 
because you will put too much stress on tangible capital projects and you 
will tend to underestimate the importance of those other things, Youi 
sense of priority is likely to be wrong If you give a project priority over 
another project, for instance if you give priority to expenditure on a hydro 
electric scheme over education expenditure, simply because the first re 
suits m tangible assets and you feel entitled to borrow to finance it, where 
as the second does not result in tangible assets and, therefore, you are under 
the impression that it would not be sound to borrow for this you are not 
acting noisely If it is sound to borrow for your hydro-electnc scheme, 
it is also sound to borrow for your education scheme It is either sound 
for both, or not sound for either of the two Remember that my general 
view was that it is not sound to borrow for either of them because develop¬ 
ment expenditure like other expenditure must be financed from present 
resources. 

FiNANOIAL OONStDEEATIONS AND PRIORITIES WITHIN DEVELOPMENT 

Programmes —Foreign Finance 

If your borrowing comes from abroad, that again is entireljl 
different matter If you deal with the International Bank or any other 
outside source of finance, and if you know that the International Bank 
will only lend you money on the Thai project or some other capital pro 
ject, but not for educational improvement, well then it is very sensible 
of you to give the Thai project priority over the educational expendi 
ture Because then the Thai project would enable you to get help from 
abroad, and shift the burdent from the present to the future, when you 
expect to be better off The ideal arrangement is to put up to any foreign 
source of finance the sort of things for which you can get such finance, and 
use your domestic finance for the other things—possibly more important 
things—for which you cannot get foreign finance. That is very sensible. 
The only snag there is that the International Bank or other foreign finan¬ 
cier will almost certainly not lend you all the money to undertake the 
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Thai project The general picture is that the International Bank will lend 
mn the foreign exchange that you require for the Thai project, but they 
mil still require you to tie up your own domestic money in the project for 
the expenditure that is for your own services Therefore, that money 
would not be available for educational expenditure They may lend you 
10 or 20 % or 40 %, whatever your foreign proportion is but may still re¬ 
quire you to spend your own money on the project to the extent of 60 or 
80 %. 

This 18 a problem that you will have to consider on its merits. You 
think educational expenditure is your top priority, but you cannot get 
foreign help for it—the Thai project is your second beat project, but you 
can get foreign help for it Well, the thing to do is to sit down and cal¬ 
culate how much foreign help you can get for the Thai project—how much 
of your own money you would still need for the Thai project—how much 
of your own money you would have left for educational expenditure, then 
work out your total benefits in the best way for the two alternative poh- 
cies. You may decide either to do without foreign help and spend your 
own money on the educational project, or alternatively, you may decide 
to get foreign help and undertake the Thai project and use whatever of 
your own money is left over for the educational project That is the only 
sensible approach to a problem like that. ^ 


XXII Shifting the Burden 1 The Cases of England, the U. S S R 
the U S. A and Japan. 


I would now like to emphasise once more the principle that m whatever 
way you finance your economic development you always have to do it on 
present sacrifices, that there is no method of shifting the burden of economic 
development to thefuture except by obtaining aid from abroad, m the form 
0 oans or grants or pfts or technical help It is quite instructive to look 
at the economic development history of four of the most important count- 

m f America and Japan 


-CjJNliljAND 


England is the oldest industrial country In the case of 170010- 
^ * w WM domesticaUy financed * England 

development^ The method nsprl hv T?””] England finance economic 

nation of a very unLSncomp i /w"*''''^ 

U«R„„,ution, yen had . 
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among tbe urban people—^people who came from the farms into the 
in order tc« find employment in the growing industries There was no 8(2 - 
secunty legislation—those things came later as a result of economic deveW] 
ment. The consumption of the population was reduced by their veryj* 
real wages The wages of labour in England were kept doivn constantljb^ 
the fact that there was never any labour shortage There was an enonii(S" 
influx of people from the countryside. In fact, in the early years of 4' 
Industnal Eevolution there always was considerable urban unemployKaj 
in England Social conditions were very bad and shocking—many otyu|? 
may have read about it in Dickens—^terrible housing conditions, tetnUi 
poverty and absence of any social provision Now it is very fashiomli, 
to be indignant about such things. Yon may say, “Well we do notmu' 
this sort of thing to happen here. If that is the price of economic develoj., 
ment, we do not want to have it” Well, it is easy to be indignant Peop^, 
m England now can afford to be indignant because they are the henefidsnal 
of that system. It is certamly not a nice way of doing it May be oths 
methods appeal to us more But it has been proved that one very effeotin , 
system of reducing mass consupiption is to have a very unequal incon! 
distribution Now that is a very unpalatable method of financing economif 
development, but T can only say again it has been successful. 

But I want to stress that it has only been successful because of e coa 
hination An unequal mcomo distribution alone does not give you eoonomt 
development It all depends upon what your upper income group will ji 
with their income You have an unequal income distribution in many undei 
developed countries nowadays In fact, the income distnbution m imdet 
developed countries is often much more unequal than it is in industnalised 
countries But unequal income distribution does not produce econonic 
development if the people who get the big mcomes are interested in luxunom 
consumption, if they want to build big houses for themselve, if they want 
to have a hundred servants each, if they want to have property abroad, il 
they want to spend their time travelhrig abroad or if they want to buy up 
land or jewels. Unequal income distribution is not enough, it must be com 
bined with something And that something was present in England in thoie. 
years It was what I call a puritan spirit among the upper income groupn. 
As it happened those people who got the big incomes were not interested lu 
luxury consumption. They did not want to take their money abroad 
They did not want to go travelhng abroad They did not want to have bip 
houses or big estates or many servants, etc As it happened, they wen 
interested m investing their money in factories, in productive mvestmcjt 
The economic development of England is a clear example of how private 
development can proceed without a public service development programm 
What we nowadays call pubhc service development—what we talk about ii 
this Centre—in England was a lesult of factory development 

There, very biiefly, you have an example of one way of doing it, li’ 
you have an upper income group which has that puritan .spirit, which fi 
interested in building factories and mveating m productive enterprise gene ‘ 
rally, and if you can have a very unequal income distribution, and if yo« 
can postpone the demand for social services and social improvement by 
generations at least, then I think you have a safe background for one type 
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T pnnomio development That is what you might call the English way 
crudely the system worked m this way. The masses of the people 
ffiven such low income that they could not consume more than the 
Wit minimum of life They ]ust managed to exist. You must remember 
ih t it was in those years that Malthus and Marx formed their theory of 
the "iron law of wages”. They said that workers in a capitahst system 
re always kept down to starvation leval. Well, they learnt their economics 
^Emrland m those years They looked round them and saw that people 
were living at starvation level But I think they were wrong in the con¬ 
clusion they formed What they saw, wus not a capitahst society keeping 
its workers at starvation level—what they saw was an economic system in 
the early stages of economic development and financing its economic deve¬ 
lopment, by present sacrifices Very few people would maintain that 
English workers at this present moment live at starvation level They 
live at a fairly decent standard of living My argument is that they hve at 
that decent ievel because their fore-fathers—three, four, five generations 
ago—hved at starvation level. Therefore, there is no use in being ihdignant 
atoiit that method of promoting economic development If you put 
production first, and social improvement second, as has very clearly been 
done in the Enphsh case—and if you have an upper income group whose 
mentality and ability and outlook fit in with this way of promoting economic 
development—I still think that the English method of economic develop¬ 
ment has a lot to teach 


The U S. S R 

In the case of Russia you have what appears to be a very different 
system Yet essentially, the Russian method of promoting economic 
development is the same as the English method The differences between 
the English and the Russian methods of promoting economic development 
are much less important than the .similarities between them. I would like 
you to note the similarities before you note the diffeiences There was a 
very ngid restriction of consumption, as you all know, in the early years of 
thePussian economic development—the year.s between 1920 and 1927, shall 
we say—when there was mcredible misery in Russia Millions died of 
starvation. Russia also, like England, obtained very little help from abroad 
for economic development Russia obtained a bttle help, but very httle 
Russia also, had—well, not exactly an upper income group—but a 
group on top—consisting of people with the same puritan spirit as the 
early English business men had They did not want luxury consumption, 
they did not want hig estates, their interest, again, was in ploughing back 
money—not their own money, but the national mcome of which they were 
in control—back into productive investment The spirit and outlook 
of England in those early years and of Russia during, in spite of all the super- 
ficml differences is really very similar Many of the things that happened 
in England round about 1810—1860, repeated themselves in Russia in a much 
shorter period, 1920—1927 And again, I would ask you to note that the 
Mcnfices of economic development were carried by that generation which 
ad to do the developing There was no question, no possibility, of shifting 
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the burden to the future—the atarvation, the misery that I mentioned took 
place m the early years of eeonomio development. There was no way of ‘ 
avoiding that, no way of postponing it Again, there is no point in teij.' 
indignant about it. If Russia had not gone through that penod, Rus* 
could not have developed as she did That was the price of economic deje. 
lopment and Buss'a was willing to pay it, just like England had beai' 
wilhng to pay it m the earlier period. 

The method, of course, by which Russian development was financed, 
was very diiferent from the English method It was not a question ol 
giving your upper income groups incomes which were so large that they 
did not want to consume them Rather, it was a question of compressing 
the income of the lower income groups by direct limitation of the output o[ 
consumption goods, and making sure that the surplus was directed into 
public investment Instead by low mcomes, the lower income groups u 
Russia were rationed in their consumption by direct controls In England 
there was no direct control In the early years of the Industrial Revolution, 
such things as rationing, or government orders to limit the output of con 
sumption goods were unheard of The very word ‘rationing’ is new m the 
English language, invented during the first World War But the people 
in England were rationed by their low incomes There was no need for 
rationing because they were not gnmn money to buy more than the barest 
minimum. That was why England could finance economic development 
without rationing or direct controls Russia chose the method of ration 
mg and direct control Yet behind those differences, the essential process 
woe the same It was again a combination of reduction of consumption, 
and a puritan spirit among the people in control That also is a method 
which history has shown to be workable It is another way of producing 
economic development It involves exactly the same sacrifices, although 
possibly in different forms, as the English method involves Whether you 
have a capitalist system or socialist system, the sacrifices of economic de 
velopment are physical facts, they are due to shortages of resources—they 
have nothing to do with any particular social, political or economic system 


The USA. 

My third illustration will be the United States of America We could 
of course, include Canada, Australia, etc , as countries which are very simikt 
in their type of development to tlie United States Well, here you have an 
entirely different picutre In England and Russia, as far as manpower is 
concerned, economic development was supported by a largo influx of people 
from the countryside into the towns England and Russia wore both old 
countries with a large population and a large farming population There 
Was an almost unending reservoir of labour The United States was a 
country newly opened up. There was no question of industrialization at the 
expense of agricultural development In the United States, agriculture and 
industry had to be built up at the same time There was no question of 
an influx of labour from the country into towns because there were no poopb 
in the country In the United States, industrial development was under¬ 
taken by means of immigration. That gives us an entirely different picutre, 
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86 in the United States yon have an example of a country where it has 
^'^'nossible to shift the burden of economic development. Not to shift 
Uom the present to the future, but to shift it to other countries Roughly 
‘‘ the capital funds which were necessary for the development of the 
*^nntrv and which in England and in Russia had to be obtained by means 
incredible hardships, privation and starvation, were obtained in the 
United States m the form of the money spent by the countriet, of emigration, 
m feeding, clothing, training and equipping the immigrants that came to the 
United States, The United States was acquiring a producing population, 
readV-made for them, at no cost at all The cost was on the countries of 
omigration The United States was m the happy position (i e , gifts) to 
finance its economic development from abroad through immigration much 
more than through capital investment (i e , loans) 


That has given an immense advantage to the United States The money 
saved in not having to feed, cloth, equip, teach and train their adult popu¬ 
lation, before they started producing, is the great fund from which the 
United States has been able to draw This fund combined with rich natural 
tesoutcos and a large free trade area, has given the Uniied States the orig nnl 
Impetus from which she was able to make development into that cumulative 
proccM that we discussed earlier on I am not saying that development 
was automatic I am not saymg now that immigration automatically 
induces development Other countries have received plenty of immigrants 
but they have not developed There must also be a favourable environ¬ 
ment for development The immigrants who came to the United States 
me the type which wanted to promote economic development, willmg to 
save, which had interest in productive investment, which put money back 
into factories, into farm equipment and not into luxury consumption and 
those other things I am not neglecting the environment—but the initial 
capital fund for the development that you observe m the United States, 
Canada, Australia, is provided by immigration which is equivalent to a 
large subsidy from abroad 


Thus, in the United States you have an illustration of the principle that 
I mentioned before, that by obtaining foreign aid you may be able to avoid 
some of the burden of present economic development. But I would em¬ 
phasize very specially that, m spite of these extraordinarily favourable con¬ 
ditions in the case of the United States, there still were tremendous sacrifices 
during the early stages Think of the pioneering m the United States, of 
the people who went out West, the early railroad builders It would be 
very wrong to conclude that theirs was a comfortable life. It was a life of 
incredible hardship, of great risks—one of the hardest lives you could possi¬ 
bly imagine But that was a present sacrilioe The present stage of econo¬ 
mic development of the United States could not have been reached without 
those sacrifices, by those people at that time That could not bo post- 
poned The opening up of the country, with all the help the United States 
w j constant immigration, and with all the 

conditions that obtained m the United States, still involved a 

Tinmi Jwvv. ^ sacrifice and immediate cost That is a 

I ^ould Say that conditions m the United States— 
yp mmigrant, the country the immigrants came from, the natural 
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resources, the vast trad© area, the circumstances of the time, the mvestmtoi 
that took place m the United States—were as favourable as we are liksbt, 
&d anywhere in this world. And yet , with all that, still a very strong e], 
ment of present sacrifice 


Japan 


Finally, in this series of brief sketches, we might mention Japm 
Japan is an especially interesting case, because it is so far the only oiample 
of people of non-European stock which has been able to develop to a ven 
high degree Well, how did Japan do it^ We have people among u? 
probably know much moie about the economic hisboiy of Japan than I 
But from the few facts that I have been able to gather, I should say thit 
Japan has followed a policy in economic development that contain 
elements of the English method, of the Russian method and of the Amoncm 
method Japan, I think, provides an example of how you can mix the three 
methods From England, Japan very definitely took the combination tint 
I described, of keeping wages low and going very slow on social improve - 
mont in the early stages on the one hand, and the puritan spirit among bmi J 
neasmen on the other hand There is a close resemblance between the. 
attitude and behaviour of Japanese busmessmen and those of the eatli 
English businessmen Japan resembles Russia in that the Governmoiit' 
had a public development programme which in Japan was closely sjmchro 
nised with the private development programme Japan had that in common 
with the Russian method that the government took a very important part in 
this process by considerable public government expenditure In particular,' 
the government played one part in the Japanese method which it did not 
play anywhere else J apan did receive a certain amount of help from abrond ‘ 
in her process of development There was a certain amount of tcohmcal 
assistance, a good deal of foreign investment, borrowing from abroad *■ 
Japan coitainly received a great deal more help from abroad more than; 
Russia, although less than the United States One of the main function* 
of the Japanese government in the process of Japanese development, as I 
see it, was to make quite certain that those loans which they obtained from 
abroad wore utihsed m the investment projects which had the greatest 
priority In that respect, the Japanese method of promoting economi: 
development is perhaps closest to the method that is now tried in most 
underdeveloped countries, the method that we have been discussing here, ’ 
of promoting economic development by development programmes dram 
up by governments The Japanese government, I believe, had at all time!, 
during the process of industrial development, a fairly well defined pictur? 
of its priorities The Japane.se government has at all times said, “We want 
foreign money for railroads, or for electricity, but we do not want it for, shall 
we say, producing toys” The Japanese government always was oareW 
to channel the flow of foreign capital into priority investments. 

In addition, Japan provides a good illustration of what I mentioneJ 
before in this course, that it la wrong for a government to adopt a “live &nl 
let hve” attitude to private enterprise The right attitude is a combinatioa 
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.1 nd inducements One way or the other, there must he some 
ofeoniroi ^ between public entei'pnse and private enterprise 

tn mvmind,ib a good illustration of that, because the Japanese 
Japan, ^ carefully woikei out system of relationship with private 

governm contiol and inducement But again you have the same 

nresent sacrifice You have the stoiy of absence of social improve- 
in Japan during tJie, eirly period, of very low usages, very poor living 


iS'UMMABV 

There you have four different examples of successful economic develop¬ 
ment MV own conclusion would be that there is no stereotyped pattern or 
method of development There is no particular road to economic develop¬ 
ment You cannot say, ‘ 'Tins is the w'ay to do it and there is no other 
^v” economic fact of four very different ways of doing it, 

ftiid they all led to succe-.sful development Therefore, we have to look for 
what la oommon in these methods If there is one thing common, it is the 
htory of the present sacrifice, maintained over extended periods, and some¬ 
one to see tiiafc the results of these sacrifices wont into economic develop¬ 
ment 

That was, if you like, a slight diversion from our main subject, but 
I thought it would be interesting to illustrate the general principles about 
which we have been talking in terms of the actual experience of some coun¬ 
tries, which " have done it”. 

We discussed how far a country should give priority in development 
plans to projects for which foreign capital could be obtained Now let mo 
ask that question in a more general form. How far should the priorities 
within a development programme be influenced by financial considerat ons? 
(hn you say “I will simply pick out the project with the highest benefit/cost 
ratio I do not worry about any financial arrangement — that is my best 
project”’ 


General priorities technical, not financial 

If you ask the questioii in that general form, my answer would be that 
in the general case 1 think it is true to say that the priority selection among 
projects should be on technical grounds and not on financial grounds 
There is a famous statement by Keynes w ho w rote once that it is the proper 
job of finance to see that nothing la ever done on financial grounds. That 
18 a very true statement in our case One of the most important jobs of 
financial experts, m an underdeveloped country, should be to see that the 
true technjcai priorities within a development programme are not upset 
or made impossible because of financial obstacles. The priorities within 
a development programme of an underdeveloped country ought to 
reflect the real conditions of that country 

For instance, take that important distinction between over-populated 
Underdeveloped countries, and underpopulated underdeveloped countries. 
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Their economic problems are quite different For that reason, mui 
of the generalisations that you find about underdeveloped countries i- 
quite untrue. What is true in the one case, is not necessarily truemt^'? 
other case. The development programme of an over-populated 
developed country, like for instance, Pakistan or India, ought to reflectttd 
fact of over-population In such a country, any development pmui* 
which takes people off the land, which reduces the pressure of populatiy/ 
on the land, which leads to non-agncultural employment, ought tohiu 
added priority An underdeveloped country is in a very different oondilim 
The development programme of such a country can be much more balw, 
ed, combing the development of natural resources, agricultural derelopmett 
development of hght industries There is no pres ,ure of population h 
the ultimate sense, the development programme of a country wouldreHtsi 
its real economic position and not any financial consideration 


Thbee exceptions 

But I thmk once you have stated the geneial rule, you also have to 
accept that there are a number of important exceptions I am going to' 
give you what I believe are the most important exceptions—three cents 
where I believe that before you actually determine whether you should tal»i 
project A or project B, you ought to take into account some financial con. 
eideration in addition to the henefit/cost ratio of each particular project. 


(a) Shifting tha financial burden 

The first case that I think is important, is that of a project that shift! 
the financial burden to another place where it IS easier to carry The case', 
that we discussed before (where the loan is shifted from domestic finance > 
to foreign finance! is one particular example of that But it need not be 
foreign finance For instance, there are certain development projects whid j 
shift the burden from public finance to private finance There are some deve. 
lopment projects, take road building, with which you will find it very difi ' 
cult to associate any private domestic capital The full burden of finding tbs 
resources falls on the public finance sector But m the case of other projects, 
perhaps say electricity or even more so directly productive projects lib 
factories, you may find it possible to associate private funds with it Id 
BO far as you can associate private capital with your project you shift tbe 
burden from public finance to private finance 

Now it may be that in underdeveloped country it is much easiei to 
associate private capital directly with such projects, rather than transfer thn 
private money into public ownership first and then have a public project, 
It may be that your taxation machinery is not up to this It may be also h 
that you get undesirable effects, if you try to tax these funds In aucl 
cases, it 18 sensible to reconsider your priorities If you find that there is t 
certain amount of private voluntary saving—which you could not very 
reach by taxation or borrowing, that people are willing to invest their monej 
in productive projects on a voluntary basis but they may not be willing to 
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prescnbe to a government bond for that purpose—in that case there is no 
economic reason why you should not look at your different projects in that 
light, in addition to your benefit/cost ratio In such a case, it may be sensi¬ 
ble to give higher priority than you otherwise would, to projects because 
they enable you to enlist the help of private capital 


Now let us again look at this problem that we had before, the attraction 
of foreign capital The real problem, of course, arises when you can get 
foreign capital for a project which is not your priority projects If you 
getforeign capital for a project w'hich IS in any case your top priority pro 
ject, then you know what to do, then you certainly would undertake ttiat 
project There is no problem involved The problem begins when 
you get foreign help for a non-priority project Let us take an extreme 
esse. Supposing you can get help from abroad in setting up a lipstick 
factory - taking that as an example of a completely inessential investment 
something that is not part of your development programme It will not 
raise your productivity Should yon permit private foreign investiment 
to come m and start lipstick factories in your country? 


The first instinct probably wwld be to say “No ” And you could ffive 
three arguments against it The first argument is the one which I alreadv 
mentioned The foreign investiment will always tie down some of vour 
domestic resources You can hardly ever say that 100% of this in^st 
ment is financed from abroad The investor needs labour to build vour 
lipstick factory here, and it is very rarely true that the labour is imported 
froA abroad He will want domestic building materials, etc Any in. 
vestment, whether foreign financed or domestically financed, to some extent 

ties down domestic resources which are then not available for esseiffial 
investment caoDuuai 


The second arpment is. that the sale of lipstick will compete with 
other more essential products of your own industries and, therefore prevent 
a market for your own more essential goods, If you allow this hpstS 
factory to be set up here, outside your development programme thTS 
want to sell the hpstick In selling lipsticks they mil “comp“fo shTll we 
ay with a textile factory which is pait of your development programme 

dJmesfic S’''" ^ "'ore Ssential 

The thud argument against admission is that your lipstick factory tr 
no going to increase your productivity . You might argurthat it tr Lf 

atZe futnTdZ Sit S "^P^y the foreign commitment 

.10 otiiss a;? 
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TUese are fchrea arguments against permitting the hpstlck factoij fe 
on the other hand I think there are some important counter argume^J 
favour of permitting the foreign lipstick factory to set up here Tli(| 
IS that if you permit a foreign lipstick manulacturer to come heteiw! 
be that that is the best wa 5 >- of inducing the manufacturers of some«' 


essential products to follow You may say, and many undetdeielk 
countries think that it is the right policy to say. ‘‘We Want foreign 
We welcome foreign capital But we only want it in certain partial, 
fields We do not want it for lipsticks We do not want it fotoilij;, 
railroads. We want it for factories, to make bicycles here or automoliii 
That type of capital ve are willing to welcome But we do not ivanlr^ 
inessential production and we do not want any basic utility ” Tliats*; 
very sensible But it is never safe to assume that the quality anJil^ 
quantity of the foreign capital that you get into your own countrj a 
independent of each other You may think that you can improve $ 
quality of the capital that comes in, tiom vom point of view, by ditettn', 
it into the most essential schemes to which you give priority, wilk 
affecting its quantity Well that may not be so Poreign investmeiii'; 
a very psychological affair as has been very cleaily'' shown in the lasttwif 
years Foreign investors go into a country where they think the gtwi' 
atmosphere, the general climate is friendly and where they think theyr' 
be allowed to make profi.ts and allowed to transfer their profits back 0»' 
of the things which you may have to consider m making a decision is whelk 
by prohibiting foreign capital m that particular field you are not possfc' 
discouraging foreign capital lU other fields where you want it It mayV 
that, m certain situations, the price of having foreign capital to helpjfc, 
with your more essential projects is to admit foreign capital in certain{n- 
jects which you think less essential f 


The second argument is that the production of "lipstick" (inesseotn 
articles of consumption that do not directly raise productivity), may K 
an important function in reducing inflationary pressure, You give peop, 
somethmg on which they can spend their money, and in domg so thejd 
not tie downa any resources that you need for your economic developmeil' 
If yon permit a foreign firm to come in and make lipstick and sell themlr 
your people, that is for your immediate purposes as good as taxation Tht»' 
people spend their money on lipsticks, w'hich means they cannot apenJi) 
on anything else to compete with your development programme. Yoi, 
lipsticks do not compete with your development programme because tk; 
are foreign financed. The lipstick have been produced with resources lb; 
cannot contribute to your development programme because they are to'j 
under your control. It is foreign capital But on the other hand, fej 
lipsticks that are sold to your people now tie down money The monSj 
that people spend on lipsticks they will not spend on other things, suohm 
shall we say, buildings, imported luxury articles or whatever it mayb 
The sale of inessential luxury articles of consumption can perform a umb 
oeonomio purpose, in reducing the inflationary pressure that always gw 
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mth economic development, by tying down money in directions which are 
notharmful to economic development It is not a sound policy m an under¬ 
developed country, although it may sound frivolous, to prevent the jiro- 
duction of inessential articles as a matter ol principle There is only a 
case of preventing the production of inessential things, in so far as that 
prevention would enable the economic development programme to bo 
increased You might think it morally wrong m a poor underdovclopicd 
country that some people should be allowed to sell and other people to buy 
lipstick The economist cannot say anything to that. From the economic 
point of view, there is never an argument for preventmg the production of 
inessential articles only because they are inessential On the contrary, 
the production of inessential articles in underdeveloped countries whore 
they do not interfere with the development programme is usually heljiful 
to the development programme, by tying down purchasing power That 
16 the second argument worth considering 

Thirdly, and this is the moat important argument, if a foreign firm 
comes and produces inessential articles that are low down in your priority 
hst.perhaps radio sets (lipsticks are likely to be entirely outside your priority 
list), that has the advantage, from your point of view, that it will cnabki 
you to concentrate on the top priority projects Because you do not have 
to trouble about the lower priority project because private enteninse from 
abroad looks after them, you may be able to concentrate your resources 
much more on basic public service projects The influx of foreign camUd 

nwnlitiof f solution, if it docs mean that your 

oim domestic capital is in things that do not yield any direct profit whoreaa 

the foreign capita I that comes m is engaged in the directly productive 
Btarting inessentia^^facSer 0 “^ o'S^^’TSe forei^ 

itmay be a paying proposition. ' ® “■Utho same, 

can always say that it is wrons oivo I not think that you 

vould not have priority because you ^ ^ project which otherwise 

mast always study each inS..!] J “’"P**®* it You 

should say thaH ^ i m mmd But I 

Pnonty.ifa particular project mfghUiftthfb^*d consideration for added 

pbhc financl It is an XorSnt ‘^^m^^tio 

in underdeveloped countnes bv the ^ that 

18 on public finance The Sk^of exneS? burden 

nawitistheduty of the government in any 

developed count^TrofST ~ ^ 
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thing which ahifts the weight from the weakest link on to other 
a good thing. Anything that shifts the load to private finance 
that shifts the load abroad. 


Anylbi^' 


(ft) Projects which help in the creation of a capital marktt 

The second case for “financial priorities’’ is when you can say thalv 
project results in saleable securities It probably deserves acme erin 
priority for that reason For instance, there are certain projects forwlnd 
you can sell bonds People will buy bonds, shall we say, for railways, 
they will not buy road bonds The weakness of financial institutions ml, 
particularly the weakness of capital markets, in underdeveloped counligi 
13 one of the obstacles to economic development In the long run, vik 
you see m any country that has gone through the process of econoaii 
development, on a non-socialist basis, is a developed system of bankiij, 
companies on a non-personal basis with shares and debentures, and a 
mtncate financial machinery to enable people to invest their money n 
shares and debentures — and to be pretty certain to sell them again wh« 
they want to Therefore, anything in under developed countries is a gwl 
thing that helps the growth of a capita! maiket, that gets people usedb 
dealing in securities, to invest their money in this impersonal tnaimer, lo 
buy securities mstead of hoarding, that offers people an outlet for Ihiat 
savings which directly contributes to economic development Therefoa, 
anydavelopmentprojeot which results in the creation of saleable secuntits, 
which provides, therefore, a productive outlet for savings and helps to 
form the raw material of a stock exchange or of a developed market is 
securities, for that reason deserves special consideration Of course, it 
is one of those intangible benefits if you like, that you cannot put down is 
figures For mstsnce, if you find that the Thai Project will give us a benefit) 
cost ratio of 1 6 but we cannot sell securities for it, the jute mills willgm 
us a benefit/cost ratio of 1.4 but we can sell securities for it — you can hnidly 
then put it down in terms of money, how much you would want to add to 
that 1 "4 because you can sell securities That is a matter of judgment Bii 
I thmk that if you deal with projects which result or could result in salenWt 
securities, you should certainly, for any economic appraisal, make a point 
of that. Bear it in mind, that that is an argument for it If m 
have many such projects which result m saleable securities that may help 
you in making considerable progress towards the development of a cepdil 
market. It is one of the chief conditions of economic development 


(c) Self-liquidating projects 

Finally, and thirdly, in this list of exceptions from the general rule I 
now come to the distinction between projects that are revenue producuij, 
between projecte that are neutral in that respect and projects that are the 
opposite to revenue producing, that require more money after you ban 
finished them instead of returning the money If you build an elect™ 
power station, you get electricity which you can sell and you get reveniD 
out of your project, and usually the revenue that you get is much greatei 
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thantthe cost of operation of maintenance. You get a net return from the 
project which you can use to repay your initial expenditure. At the other 
eitremej are for example, hospitals. Assuming that treatment is free, you 
get no return On the contrary, you may ha.ve a heavy cost of operation 
In the case of a hospital for instance, on the average, you have to allow 
it least 40 to 50% of your initial capital expenditure as your annual 
operational expenditure If you build this expensive hospital now but 
fail to provide the money for its operation, then you have wasted ’your 
resources It is one of the weaknesses of many economic development 
programmes that very often they make insufficient allowance for the cost 
of maintenance and operation. That is why Dr Lund in his lectures rightly 
Stresses that you should not only study the cost of establishing the project 
but take the coat of establishment jointly with the cost of operation and 
msmtenance, that you should look at the probable life of a project and 
compute your benefit/coat ratio over the whole probable life of the project 


Now the question is ‘‘Should a project, be moved up in the scale of 
pnority because it is revenue producing”? From the general approach to 
economic development presented m this course, you will probably be able 
to give the general answer to that question yourself It .should not affect 
pnorities If a project is productive in the sense that it benefits your 
economy oa a whole, if it increases your national resources for futui e deve 
lojimeat —that is the lest of a good project When that test iS satisfied it 
ought not to matter whether the project is directly revenue producine’or 
not. In other words, it should not matter whether the project is directly 
productive, in the sense that it pays for itself, or whether it is indirectly 
productive, m the sense that it increases your output elsewhere But 
like all rules, in economic life there are practical circumstances where you 
imght want to reconsider that general statement, The fact that a nroiect 
M revenue producing can be an important consideration where the revenue 
0 Sior " substitute for a poorly functioning machinery 


XXIII Should Projects be Self-liquidating T 

iiameh“‘sS“® important questions in our field, 

namely hhould projects be self- iquidatmg "? Now T wmiiH i,i,o ^ 

CiTttw the project be self Uauidafinir”? wkq^-t i ■TiSKing 

It renav ifgplf* ci ,/1 j , What I am asking now is ^'Should 

eoi?the cost of dLelopml^projeSte frSmdevelopment policy to 
possible ? Or to nut it rr * . Proceeds, if that is 

ductive, should It be made self hquidatm^''^'' sufficiently directly pro- 

slthOTgrnTL^aify m^coMect arguments. In fact, 

s great deal of economic disrasT.orT**^ development policy, there has been 
tome of the armimenTto be rnna ^ around this question. I shall give vou 
oourse and arSeS th^t arguments that are in favour of ihia 

guments that are agamst this course Then, I will try to 
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summarise the arguments and see which way the b alance of the ar 
runs, and link it up with the principles which we discussed m our p: 
lecture 


Revenue fhom phojects as a form of taxation 


The policy of covering the cost of development projects from theutnj 
receipts, wherever that is possible, amounts, of course, to a form of tajat** 
The revenue that yoi get It om your deirelopmenb projects helps youj 
balance your budget It is an approach to what I said was a deauab^ 
condition in underdeveloped countries, that is at least a balanced budgetu 
it possible, a budget surplus If your current cost of operation and num,' 
tenance not counting the capital cost, of an electricity project, 'wouldV 
covered by selling electricity at 3 annas a unit, but you sell it at 9 anm 
a unit in order to cover the capital coit of your project--economically yg- 
behave in exactly the same way as if you impose a sales tax or consumpfe 
tax of 6 anna,a on each unit of electricity In other words, to have & pcfe' 
of making your pro|ect self-liquidating amounts to a specific form oftji 
ation which must be judged on its merits It may he a good tax, or it mi 
be a bad tax, compared with the alternative income-tax shall we say Jm, 
case of that kind you would have to weigh the advantages and disadvanti^,' 
of the two types of taxation What is the type of tax that reduces cot, 
sumption most easily ’ What kind of tax is least discouragmg ta prodii' 
tive investment etc ? 


Once you reduce the problem to that point, it becomes a question of Ik 
benefits and merits of two different types of taxes Is the money I kb 
away from the users of my project by charging them a high price m ords 
to cover my capital cost, a greater help to my development programme, s 
eliminating the competing demand for resources, than the money I cost 
take away from people in some other way- -not necessarily from the im- 
people, but from some other people in some other way ^ For instance, jc 
may find that the users of electricity are productive enterprises whom y« 
want to encourage It may be that if you sold them electricity more cheap!?,, 
they would make bigger profits, if they made bigger profits, they would sat? 
their profits On the other hand, you may find that if you collect the mo» 
by income-tax, it will fall, shall we say, on land owners, and these landowneu 
in order to pay the tax, would reduce their consumption, perhaps their con 
sumption of imported commodities so that you get some relief in your balaa#' 
of payments If that is the condition, evidently the balance is in favo® 
of not makmg your project self liquidating, but cover the capital ooatd 
your project from the proceeds of general taxation There would he as 
economic case at all for insisting that your project must be self-liquidatiiij® 
You are only hurting yourself if you do it as a matter of principle. It la m*; 
a matter of principles, it is a matter of expediency Is it more eipedi®! 
to cover the capital coat from general taxation or to cover the capital 
:from the proceeds * 

But, of course, it may be that there is no alternative. You have 
to take into account the admimstrative possibilities It is no use taki% 
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>.1 m as a problem of economic theory In underdeveloped 
(juj proDiem there is no alternative It may be very difScult 

countries ‘1’** tax the machinery may not be there, collection may not 
(0 have an ,g alternative, then, in general, if you can catch the 

^possiDie project in such a manner as to recover the 

TptLf vour project from them, it will be a good thing to make your 
1 selfliauidatmg It follows from our general principles of keepmg 
project 8 4 j.g(jaoing competition with your development programme 

M r to avoid inflation If you have no alternative source of taxation 
LI which you can cover the capital cost of your project, and yet you still 
kl to recapture the capital cost of your project fiom the users of that 
!o.ect you are followmg an inflationary policy You spend money on the 
M tal’coat of your project and you fail to take money away from other 
^nle Thus, the result of our first argument is, that you cannot tell whether 
ffacoodpolicy or a had policy to make your project self-liqmdatmg, unless 
' ijnow what (if any) the alternative possibilities of taxation are If 
there are no equally good alternative possibilities of taxation, it would pro- 
bibly be good policy to make your project self-liquidating 


The second argument in favour of making projects scIf-liqmdatmg is 
me of fairness It seems fair that the people who benefit from particular 
projects, should also pay for these projects Now let us look at this argu¬ 
ment a little more closely Piesumably the purpose of ocoiiomio develop¬ 
ment is to benefit your country, to increase the national income and there- 
bv increase the resources that you will have available fot future development 
Well, if that is so, evidently there is no particular reason w hy the beneficial les 
of a particular project should pay for the project The jirojcct has been 
undertaken, presumably it is a good project, it benefits vour economy as a 
whole Otherwise it should not have been undertaken But if it benefits 
lOur economy as a whole, there is no reason why it should not be coi ered 
ill taxation or other forms of financing, that come from the economy as a 
whole If jou argue that the beneficiaries must pay you assume in your 
argument that it is right to restore the relative income position of the various 
groups of your population which existed before you undertook vour pioject 
If YOU say These people benefit from my project, therefore, I must take 
the money away from them again, make them pay for the capital cost of the 
project ”, you really argue that no one should be anv better off than before 
mrelation to anyone else as a result of the project Now that is not neces- 
Batilv true. It does not follow that because you benefit certain people 
hv vour project, that you want to get the money back from them May 
be those people whom you benefit are the people whom you want to benefit 
Ma\ he you want to see them better off after your project The government 
of an underdeveloped country, like any other country, is to some extent 
concerned with income distribution It does not necessarily follow that a 
^jemment has automatically to accept the income distribution that existed 
before the initiation of a project, as a natural fact It is the job of a govern- 
nent to try to shape income distribution to some extent, according to the 
requirements of economic progress and economic development 

If a project is going to benefit the whole economy and not only a parti- 
ar group of people, the benefits are usually spread over the whole 
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economy And even if there are particular groups of people whom you 5 ^ 
single out as beneficianea of the project, it still does not follow that va 
got to put them back again by asking them to pay for the capital cost I 
the project These two decisions are unrelated decisions. You mayfiuji 
in your study of projects that it benefits certain people. But then you j® 
will have to ask yourself “ Is it right that I should ask these people to m 
for this projecfi" It does not follow automatically. Supposing the peop^ 
who benefit from the project are industrialists or farmers—the type otpeoph 
whom you want to benefit It may be wrong economic pohcy to make thi*' 
pay for the capital cost of that project It might promote economic develop. • 
ment more effectively, if you cover the capital cost of that project fron; 
general taxation, and leave those first groups to enjoy the benefits ofthu' 
project without specially contributing to the capital cost The two questiom ’ 
axe to be studied separately The normal practice is to jump from the om ' 
conclusion to the other without any investigation It is wrong It miy 
make you miss a great opportunity for constructive economic policy 


Measure of the benefits of a project 

A third argument that is often mentioned in favour of covering the capitnl 
cost of projects from the users, is that unless you do that, you cannot 
tell whether your project has been right or wrong Now that argument 
IS not very strong , a government which undertakes a public project and 
which has a practical monopoly of the things that are produced by the pro¬ 
ject can always make a project self liquidating by raising the price For 
instance, if you have an electricity project and you have the practical 
monopoly of electricity m that district, you can always cover the capital 
coat of your project by raising the electricity charges Supposing your coat 
turns out a little higher, supposing you make mistakes m the execution of 
your projoect and it costs you twice as much as you reckon, you can still maka 
your project self-hquidatmg by charging twice as much for electricity, or 
for water, etc But it does not make it a good iroject A project is a good 
project if it adds to the national income of your country more than the total 
xesources that you put into it Whether you can manage to cover the 
capital cost from the prices of the things that you produce in your project, 
has no direct relation to the quality of the project. 

The real reason for that is that the extra money which you recover by 
raising the price of your electricity, is not an extra benefit You should not 
count it as a benefit of the project That money is a “transfer” The people 
who have to pay the higher prices transfer money to the government It 11 
putting money from one pocket into the other, but not a real benefit The 
benefit of a project is not necessarily measured by the money prices of the 
product because, within limits, any government can make those prices what 
it wants them to be. It does not make a project a bad project if the sellinj 
pnce of the product is kept low and, therefore, the project is not aelf-hqmdat 
mg It does not make a project a good project if the project can be made 
self-hqmdating by raismg the price of the product The test of the quality 
of a project is m the increase in real goods and services that is produced with 
the help of the project. The money that the users of the project pay over 
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lovou 19 Dot benefit It is a book-keeping method of putting money from 
one pocket to another. In other words, when you calculate the benefit/cost 
ratio of an electricity project it would be absolutely fallacious in your own 
thinking to try to compute your benefit from that project by working from 
thepricea for the electricity which the users are going to pay The prices 
nay be low—in that case your project comes out to be much less beneficial 
than It really is Or the prices may be high—^in that case the project comes 
out much more beneficial than it really is The proper thing to enter into the 
benefit column among the benefits is the extra production that you expect 
-wll take place as a result of the increased provision of electricity Of course, 
when you compute the value of that production you have got to be very 
careful to enter the net value of production, minus the labour and raw 
materials for producing the output 


The only way of telling whether a project is good or bad is the technigue 
which we are trying to develop here at this Centre To go very carefully 
into the details of the project before we start on it To try to work out 
to the'best of our knowledge the beiiefit and the cost of the project in real 
terms, of the extra output that you hope to get And to see if it seems to 
you not only a good project but the best project you can undertake. If it 
18 better than any alternative project, then you can go ahead with it" And 
then the secoid question arises, a separate question which has nothing to 
do with whether this project is good or bad , “ What shall I charge for the 
thing I am going to produce in this project t What shall I charge for the 
eleetricity ? What shall f charge for the water ? What shall I charge for 
the housing « What shall I charge for the land which I am going to m 11 to 
farmers ”t Those are questions which have to be answered on their own 
merits That is development policy It may be sound m certain circum 
stances to keep those prices deliberately low, encourage your mdustnea 
by selling them cheap electricity That does not make your project a bad 
project In other circumstances, it may be good policy to charge a lot for your 
electricity It may be a very good form of taxation In tLt case bv all 
means, charge twice more for your electricity than you would need to cover 
vour capital cost Make a big surplus on your project. That may bo 

conditions, but it does not make your pr“ 
blem any better than it would have otherwise have been ^ 


You can assume that something la wrone with the r.Foaor. 4 . 0 . r 
from the user than you put mto it That is not an argument at aU Ttla 

equaUywrong, if a group of persons, whoever they may be inside a coimtnr 

or outside a country, try to tell vou ‘It is «. ha rl 1 country 
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Full utilization of projects 

Now let me mention another aspect of this problem, which has playtji 
a big part in the general economic literature, although its applicationtj' 
unrlerdevelopcd countries is not equally great Let us assume that yi^l 
build a new railway from Lahoie to Quetta Supposing it cost jd,! 
Rs 1,00,00,000 to build it , and you reckon that you can cover your annmll 
cost of operation and maintenance of your railway by selling a ticket from - 
Lahore to Quetta for shall we say, Rs. 100 But, if you w'ant to cover thj! 
c,ipital cost of your railway, you would have to charge Rs 200 Now you, 
problem is “ What shall I charge for the tickets Should I charge Rs, Kjj i 
orRs 200 

1 

Supposing you decide to recover the capital cost of this project and 
charge Rs 200, but further supposing now that if you charge Rs 200 very 
few people will want to go from Lahore to Quetta ? That is a possibility, 
Rs 200 is a lot of money and may be there are lots of people who would like 
to go to Quetta but not for Rs 200. Therefore, your trains run to Quetta 
lialf empty But if you charge, say, Ra 125 your railway would be full 
Now if that is the situation, then as a matter of genera) economic principle, 
vou should always charge Rs 125 Then the case for recovering the capital 
cost of the project from the users of the project is very poor If you are 
obstinate and you say, ‘ I am going to charge Rs 200 for this ticket’ and yout 
trams run to Quetta half empty—well, let us see what you have done 

First of all, there is economic waste, because there are lots of people 
who would like to get to Quetta, and to whom that is worth Rs 12.5 It 
does not cost you more than Rs 100 to take them there because the railroad 
is built already and it only coats you Rs 100 to operate Yet they cannot 
go to Quetta because you insist on charging them Rs 200 which they will 
not pay. Further, there is economic waste because m the attempt to cover 
your capital cost, by charging Ra, 200, you will not succeed You will only 
cover your capital cost if people pay Rs 200 and if the railways are full That 
was the assumption on which your calculation was based If you try to chaige 
Rb 200 in an attempt to cover your capital cost, and the railways are half 
empty, well, then in fact you will not cover your capital cost You are doing 
others harm without doing yourself any good. You are cutting off your 
nose to spite your face If you say ' I will not take these people to Quetta 
for Rs. 126 because in that way I do not recover my capital cost on the pro¬ 
ject’ you are hurting them and you are hurting yourself 

Therefore, the general rule always is that where the project is already 
constructed, the services of that project should always be set a price to ensure 
the full use of the project, whether or not in that way you recapture the 
capital Cost of the project You have to go into the demand side of it 
It may be that if you charge the full price you would find that there will be 
no demand for it If you are faced with that situation, it is always wrong 
to pay too much attention to the capital cost of the project Then it is better 
to say “We will let >t go True, we will not cover the capital cost but we 
must ensure the full use of the project, we must sell our tickets at Rs 126 ’’ 
In that case it would be wastefhl to try to make the project self- 
Lquidating. 
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Nofflsaid before that this ease may not applyso muchin underdevelop¬ 
ed countries. In underdeveloped countries, in general, the situation will 
1 b( hatyou will not find it very difficult to ensure the full use of your projects 
For instance, there is such a scarcity of electricity that even when you have 
Bfff power plants there will still be a scarcity You will never be worried 
jbout selling your electricity Provision of railways is so scanty that your 
rulwaya are nearly always fully used You have only got to go to the 
fiilffav station here m Lahore to watch the trams going out to convince 
yourself that the railways are nearly always full You have a different 
situation here because of the over-all scarcity of provision Hence in under 
derloped countries you will nearly always find that you can make your 
project self liquidating if you want to, and ensure its full use at the same time 
What I wanted to point out was that even though you will very often be able 
to make your project self-liquidating, it does not follow that it is nglit to do 
^ Very often it is better development policy not to, to have a group of 
prjectB that is not aelf-hqmdating and to cover the capital cost of it bv 
^neral taxation That is the way in which a number of countries have 
deliberately promoted their economic development. 


XXIV Appraisal in Real Terms-Avoidance of Double-counting 

Now, I ^>11^ I'kn to add one other step to our analysis of devehn 
writ projeots-the importance of appraising projects m real rather thTn 
mcnatary terms It is not a new point It has come up all the way throuS 
.ucur d scussions But I think it is always very important m con ulor^S 
1 project or a development programme as a whole, to have m youj 3 
ill the tune the possible differences between real re.sourcos and 
Items that you enter m your calculation Tn nm. ,^ol i^i. money 


‘ TbANSFEE ’ ITEMS 


The first is the case of transfer ite-ma a i- r , 
transaction to which there is no corresnondm^ ^ transfer item is a money 
Normally if you pay a certain ammint “‘S movement of real resources 
Roods, the goods mwe one way and mone™""”^ P*" certain amount of 

kketodrawVur attentioXKctXt I 

which do not correspond to movement^ofVi payments 

metary orfinanci^ransactions Some services, which are parely 
important items in development 

Item of compensation, You need the la n^l me take the 

amount of compensation Supposing the-e ^ '•ndownors a certain 

that 18 not used and you pay monev to h.. I a certain amount of hnd 
CMt of your project, yon entL it on vm,™/*' i ™°ney 

of the project. If the land that you wnt £ Sd 

lac you want to flood by the reservoir in your 
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flood control scheme is unused and does not produce, you do not W 
anything m the real sense by flooding it In terms of money you protath 
have some expense, because the land may be privately owned and you m, 
have to pay some compensation for it Bub there is no real cost, Tia 
comi'ensation payment that you mike to land owners is a transfer item 


Now in any economic appraisal of a development project it is impcrtaiit i 
that at each particular point you should ask yourself “Is this item areil 
cost m the sense that it uses up current resources, or is it pu'oly a tcanife | 
item, putting money from one pocket into another without any movemem i 
of goods 1 ” If it IS a transfer item you should leave it out of your esonomic ^ 
appraisal, It is not part of your real cost, and when you work out whether 
your development programme fits into your available resources or whether' 
it adds up to more than 100% of what you have got, that item should not he 
included because it docs not require any resources If you added oompensa i 
tion p lyments to land owners as part of the cost of your programme, an! 
then you find your programme is too big and you cub this p articular project 
out, you are under an illusion, because compensation payments to lind 
owners have not to be squared with your available resources In other words 
W'hen I talked about fitting development programmes into available re' 
sources, I want to confine that statement to that part of the expenditure 
on development projects that represents the use of real resources There 
should bo some statement in the final summary of the project which states 
clearly, what part of the total money cost that you pub down represents 
the use of current resources, and what part represents things which do not 
require real resources From the economic point of view, that is a very 
important distinction—and, I may add, a distinction that is very rarely made 
Quite often there is great difficulty in the economic appraisal of develop 
monb programmes and activities because of a failure to distinguish between 
these two kinds of costa 


COMMODITV TAXES EE NOT BENEFITS 

My second illustration is the case of a commodity that is taxed. Sup 
posing you have a tax on cigarettes, and you consider the benefib/cost ratio 
of a combined project to grow tobacco and make cigarettes On the benefit 
side, you will want to put down the value of the cigarettes The sales value 
of the cigarettes may be, shall we say, Re 1 a box, with tax , annas 8 is the 
price without tax Now what is the right figure to use in that case I hope 
it IS quite clear that annas 8 is the right figure If you put down the tax 
from the cigarette as part of the benefit of the project, you are greatly over 
rating the value of the cigarettes The true market price of the cigarettes 
IS As. 8 The other As 8 is the tax that you levy on the cigarettes If you 
do not levy it on cig arobtes, then you can collect it in some o ther way Taxa¬ 
tion should never be put down among the benefits of projects The value 
of goods and services which you produce with the help of your project, shoull 
always be put down at “factor cost”—market prices exclusive of taia 
tion. Remember that wherever you deal with things that carry a tax— 
and I would remind you that a tax may appear in many different forms, 
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Take our eleotrioity project again Supposing the electricity costs you 
one sniift per unit to produce, but because you have a monopoly, the con¬ 
sumers have to pay, and instead of selling it for one anna, you sell it for three 
annas It would be grossly misleading to put down the benefit of the project 
by assessing the value of electricity at three annas per unit You should 
pit it down as one anna per umt, exclusive of the excess which is like a tax 

Of course, having done that, it is perfectly proper to add another sentence 
or descriptive note to say that your project will not only enable yon to 
produce that many thousands of cigarettes, but that it will also enable you 
(oooUeot that much tax on these oigirettes and that that might be the most 
convenient way of collecting taxation That is certainly an argument in 
hvour of the project. That is one of those cases that I discussed before, 
vheio financial considerations might play a part in moving a project higher 
up m the scale of priorities I am not saying that you should suppress the 
fact But it IS not part of the direct benefits of the scheme. When you 
work out the benefits you should put these things down at market prices 
exclusive of taxation. 


SuBsiDiEa ahe not costs 

A third case of that kind where it is important to distingsh is the case 
of subsidy. This is the opposite lase to taxation Again I hope you all see 
that when you have an agricultural project and it produces food which is 
sold at subsidised prices, you have got to enter, not the subsided jcnce, 
but the true market price In the case of subsidised food, you would undei- 
rate the benefits of tlie project otherwise In general, you have to assume 
that the price of a commodity measuies its value But tliere are cases u here 
you can be quite certain that it does not, for instance, where the price in. 
oludes an element of taxation or subsidy Where prices are controlled bv 
law, I think the only s-'nsible procedure from the economic point of view is 
to try to form your opinion if you can, of what the true market price without 
control would be. If you simply put down the controlled price, you would 
not appreciate the true value of the project In the case of subsidies, you 
jimply add the subsidy to the actual price and then you get the true pnce 
When you have a controlled price, it IS much more difficult because you 
cannot tell exactly what the true puce would be Then you have to go 
through a process of economic analysis You have got to try and study 
the demand curve for the product and the supply curve for the product, 
and then try to find out what you think the price could be without control! 


Illustrations 

Now let me give you a few illustrations of these points. They are all 
points that have already come up in some way in the course of our work 
here. You remember in the presentations of the storage problem the question 
arose whether to include among the benefits of the sohemo the saving m port 
charges. Remember we calculated that it would speed up the turn-about 
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of ships in Karachi harbour and therefore the shipping lines -would save» 
much money in port charges We agreed that it should not be aniQt» 
the benefits It is a transfer item A port charge paid to the Government 
does not use up any real resources It is a tax Remember—I said a tax mar 
appear in many different forms If I have less income from taic! 
because I speed up to turn about of ships in Karachi harbour, to put tint 
down among the benefits of the project is quite wrong It is not areal 
benefit You do not save any real resources by saving the shipping Km. 
taxes It IS putting money from the pocket of the Government or port 
authority, into the the pocket of the shipping lines -without any movement 

of commodities 

Again you remember when we discussed the flood control project, them 
was some question of including among the benefits of the scheme, the value 
ofthe increased crop whcih you would get as a result of the flood control 
scliemo and further the increased value of the land as a result of the bigger 
crop The value of the land should not be counted among the benefitg 
because that would be double counting The mere ised value of the landu 
due to the increased crops that you can grow on it Therefore, if we put 
down on the benefit side both these items separately, and then add them 
up, we count the same thing twice over Alternatively you can say that the 
increased value of the land is a transfer item If an o-wner gets more for 
his land because it is protected from floods, the o-wner will get more for 
the land but it means that the buyer of the land will have to pay more, 
and the two things cancel out Since you assess this project from the pubbe 
point of view, rot from the point of Mew of the presen-t owner, hut from 
the point of view of the community as a whole, which includes the present 
owner and the new o-wner, these two things will cancel out Increased 
value ofthe land is not part of your benefit The benefits are measured by 
the increased production that you get, the increased crops The value of 
the increased value of the land is a transfer item derived from that increas¬ 
ing production and therefore you should not count it 

It am not saying that the increased value of the land is irrelevant. Far 
from it You should be aware of the fact that if you protect a certain area 
from floods, you increase the value of land to the present owners You should 
consider the possibility of making your scheme self-liquidating to some 
extent, by getting the beneficiaries to pay for it Possibly have a bettel 
ment tax on the increased value of the land These things are important, 
they are worth going into. You should be aware that you will benefit cer 
tain people and follow that up bv looking into certain possibilities of financ 
mg yr ur scheme But you should not include it among the benefits of your 
scheme m on overall econmic appraisal 

Let me give you yet another illustration and one that is also very im 
portant A project may involve the nationalisation of a certain asset, 
and you have to pay compensation to the present o-wuers Well, lU case 
you do not use up this resource, if you just take it into public o-wnership, 
there I'ino re.al cost of production involved Compensation pa-i ment to the 
present owners for things vou take over but do not use up, are not part 
of the cost of a project Such compenstation payments can be very large 
and very important There are projects which probably should have been 
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/iirfftken and which were not undertaken because they involved big com- 
n payments to present owners for resources that would not be used 
^''which compenstation payments were entered on the cost side. That 

K error, a false calculation. 

Aeain I am not saying that these things should be neglected, that they 

unimportant For instance, compensation payments are a public 
T ee They involve problems of financial technique, of taxation, of find- 
niT^e money They involve certain financial problems But they are not 

of the social or national economic cost of the project In your general 
^culation of the benefit coat ratio they should not be included. Of 
coarse, if you buy something from present owners and use it up, then you 

Bhould'enter it because real resources have been used But if you simply 
compensate for something that remains as it was before then it should not 
be included 

I would like to mention another point and that is the case of technical 
obsolescence You will remember the point in connection with the Thai 
project—the distinction between physical and technical obsolescence For 
instance, if you use a tractor for the Thai project, the tractor may last you 
for ten years So you ask' “Should I write it off in ten years’” But then, 
someone comes alone and says, “True, the tractor will last for ten years, 
but in five years’ time, it will be practically obsolete In five years’ time, 
there will be a better tractor on the market and no one will want to 
have these old tractors. Therefore, we must write off this tractor in five 
years instead of m ten years ” From the economic point of the view, 
for the general appraisal of a project, that is wrong Technical ohsole- 
cene is not part of your real resources The thing to consider m the case 
ofmachmery or any item that you need for your development project is 
physical obsolescence If the tractor lasts for ten years on the project, and 
if the project goes on for ten years,then the only real cost to your project is 
1/lOth of your tractor each year. The only thing to add to the annual cost 
of the project IS 1/lOth of the tractor If you decide after five years’ 
tune that there is a better tractor on the market now, and decide to replace 
your previous tractor even though it gives you service for another five years, 
well, that IS your own affair. You are not forced to do that If you decide 
to buy the new tractor it is presumably because, on the basis of your benefit/ 
cost calculations that you undertake in five years’ time, you arrived at the 
conviction that the use of a new tractor will be cheaper to you than the con¬ 
tinued use ofthe old tractor But at the present moment, when you com¬ 
pute the cost of your Thai project in the next ten years, that does not enter 
mto it Technical obsolescence and physical obsolescence are in t’vo different 
categories Physical obsolescence is part of the cost of a project It should 
be included in the economic appraisal because the services of the tractor are 
uKd up for the project But technical obsolescence is not the use of a 
p ysica resource Therefore, in the benefit/coet calculations you should 
certainly always distinguish between physical and technical obsolescence 

and not lump them together 

obsolescence, although not part of the cost, 

MHnT ^ separate item for itself You could point 

ouom a note to your calculation i-n-j ^ ^ 


‘We have allowed for ten years’ ufe for 
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a tractor But in fact it is quite possible and bkely m view of repaid 
cal development in producing tractors that we may decide to replace ((,1 
tractor m fives years’ time We may have to bear in mind the need 
more expenditure in five years’ time if we decide to buy anew tractor "Tl^l 
IS alright It is not part of the cost of your project. It is a new project M 
you decide to huy new tractors in five years’ time, you have a new derekl 
ment project that must then be considered on its merits m five years' lina 
But it only leads to confusion to mix it up with your present projedf 
At the end of the five years’ time, if you decide to buy a new tractor aid| 
scrap the old one, then you cannot be any worse off than you wouldhinl 
been with the old tractor continued Therefore, if you decide to putdom^ 
your physical obsolescence, you will never under-rate your espensea. l| ^ 
you put down your tractor at 1/lOth of the cost each year, you caanci' 
go wrong, 

( 

XXV Contribution of Foreign Finance to Developnnent Programma* 

So far in this course we have mainly discussed the problems of fitting 
development programme into available resources, in so far as those availablj 
resources are limited by domestic production It may be useful, befon, 
bringing this course to a close, to consider briefly the possibilities opened up, 
if domestic resources can be supplemented by foreign finance, and develop, 
ment programme can thus be made to add up to more than 100% of tJie 
available domestic resources 

I think it IS useful to distinguish the various uses of foreign finance; it 
promotes clear thinking to keep them apart It is possible to distinguisk 
seven different uses of foreign financing 

Making development possible 

(1) In the first place, there are certain underdeveloped countries and 
territories which are so underdeveloped, or so completely undeveloped, 
that there is no margin at all over and above immediate consumption needs, 
Any development, any capital formation of whatever kind, in such casespre ‘ 
supposes an influx of capital from abroad The case, perhaps, is well illus¬ 
trated by a small and poor island in which suddenly some important phos 
phate deposits are discovered There is no possibility to exploit these deposits 
other than by an influx of foreign capital, there are no domestic resources, 
the island is so poor that it is impossible to think of domestically financed 
development Such cases where complete foreign financing is an absolute 
precondition of any kind of economic development may be comparatively 
less important, but I think we can generalise this case a little. Even in 
underdeveloped countries which are not so completely undeveloped and 
which have reached a more intermediate stage in economic development, 
there are some kinds of development which are necessary, and yet so capital 
intensive and so costly, that if they are to be undertaken at all, they must 
be undertaken by means of foreign finance Even where possibilities of 
domestic savings and domestic capital formation exist, they are so smsD 
in scale that they cannot conceivably tackle some of the capital intensive 
development projects that ought to be included in a sustained programM 
and without which continued development may not be possible This os» 
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1 conceptually, to the first case, but it is more widespread and im 
is stmiuir, m the world which are generally listed as under- 

d that 18 Asia (except Japan), Africa, Latin America and certain 
w TEurope perhaps half (by population) are in that condition, although 
ifvhftve domestic savmgs and are, by no means, incapable of financing 
I pMtlv development projects domestically, yet the domestic savings 
^Sties would be insufficient to tackle highly intensive development 
pojecis which may be required 


Speeding up capital formation 


(2) The second function of foreign financing for economic development 
. tg speed up capital formation This may be an important consideration, 
for a number of reasons It may be politically necessary Por instance, 
auite often conditions exist that if a certain thing can be done in five years, 
well it will be done, but if it has to be spread over ten or fifteen years, it will 
not be done at all One might say m that case, that the capacity of a conn- 

try to sustain a given programme IS limited to five years This may be 

due to political reasons, the present Parliament may sit for five years, and 
one may be certain that this particular Parliament will sanction certain 
expenditures for certain policies, but one cannot be certain of what is 
ffoing to happen beyond that It may be due to administrative reasons, 
or to psychological reasons The population may be impatient for a rapid 
increase m consumption The point la that speeding up of capital forma¬ 
tion may be not only useful but essential Sometimes we can say that 
capital formation is either going to be rapid, or it will not take place at all. 

Another relevant consideration is that rapid capital formation may be 
more effective than slow capital formation., this is a case which has been 
much discussed in recent years It is quite possible that in economic 
development we get rapidly increasing capital returns as the scale of new 
investment is increased If we start off in a big way and undertake simul¬ 
taneously a series of complementary investments, development becomes 
much more effective and can be made into a continuous process by plough- 
mg back profits and increases in output, whereas by starting off in a small 
way we may not get anywhere at all The increase in output may be 
only just sufficient for the increased population, or for the increased con¬ 
sumption which may be politically necessary and, therefore, there is no 
cumulative development at all 

The case of overpopulated underdeveloped areas is especially im¬ 
portant in this context In such areas where there is heavy population 
pressure, it is imperative to develop rapidly, and also the type of develop¬ 
ment required m overpopulated areas is, generally speaking, much more of 
the capital-intensive type, for instance, industrialisation, other things 
being equal, is likely to play a more important part in the development of 
an overpopulated country, such as India, than it would in the development 
of a more scarcely populated country where there is no population pressure 
In overpopulated countries it is important to attain a high initial speed of 
development, for the reason that slow development may simply lead to 
mcreased survival of population and not to higher standards per capita. 
The one chance—by no means a certainty, but perhaps the only prospect-— 
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of raising per capita standards of living may be to have, by any means ^ I 
initial improvement. At least from previous historical experience theren 
some grounds for assuming, or hoping, that such an m.tial improventiiit 
may lead to a fall in birth rates, that once development and induatriili^ 1 
tion and urbanisation start and gain a foothold, the new ways of Lfe imv 
continue to reduce birth rates, and that from there pn there is support ftoij 
the population end for the attempt to improve standards per tapisn 
Therefore, in an overpopulated country, the influx of foreign capital wbdi 
helps to speed up economic development may be of special importance. 


Longer range eor development programmes 

(3) Then, thirdly, I should say that through foreign financing itmaybs 
possible to give capital formation a longer range. It becomes posable to 
plan for a longer time ahead, particularly if there is expectation of a sustained 
influx of capital from abroad. There is no longer need to lay stress on tbae 
investment projects which yield immediately disposable output next yesi 
or m two years’ time, it becomes possible to look at the development pro¬ 
gramme more on the grounds of general efficiency and to mclude a number 
of long-term projects, if necessary Thus, if forei^ capital is flowmg in, and 
especially if it can be relied upon to flow in, m the succeeding years, it may 
help to make the development programme more effective by including 
those long-term projects You can either speed up your given development 
programme, as explained before, or else you keep your time-table, in-whicl 
case you can broaden your programme. 


Maintaining consumption 

(4) Fourthly, it may be said that an influx of foreign capital can be ' 
useful by maintainmg consumption at a higher level than would otherwise ; 
be possible The maintenance of consumption may be directly productive 
in mamtaining the efficiency and productivity of the population In that 
case, it becomes a technical question of whether this is consumption or invest¬ 
ment Some increase in consumption may well be an element of capital 
formation. In such cases, the maintenance of consumption itself mads 
possible by an influx of foreign capital may be a direct contribution to econo. 
mio development. In other cases, the mauitenance of consumption maybe 
a pohtical or administrative precondition for development, because tbs 
government of an underdeveloped country may be poLticaUy or adminie 
tratively noapable of restraining consumption, in that case, the choice 
■would be either the influx of foreign capital or a degree of inflation which 
might be moompatible with sustamed development The increase m con 
sumption may also he desirable in order to maintam a certam faimeM 
between different generations, there is no particular reason why develop 
ment which will benefit future generations should entirely be financed 
from the sacrifices of the first generation By borrowmg from abroad (and 
nny thus), it is possible to shift the burden of eononomic development 
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from the present generation to the future generation This maybe prefer- 
»bJe on grounds of general efficiency as well as fairness, because the future 
generation can be assumed to be better capable of carrymg those burdens. 

perhaps a special case which might be dealt with here is where foreign 
jjnance is used not exactly to maintain consumption, but in order to main* 
tain the foreign exchange reserves of a country during the course of develop¬ 
ment, This also can be an important function; ]ust hke the private firm 
may need a certain liquidity reserve for an effective conduct of business, so 
it IS arguable that an economy as a whole is also more effectively conducted 
if there is a certain minimum level of foreign exchange reserves which can 
be used for bridging temporary balance of payments diatrubances, for 
temporary speeding up of investment, or to make good temporary falls of 
exports, or for enabling a country to pursue freer commercial policies 


ReDUOINQ miXATIONAR'S pressube 


(6) Fifthly, apart from the maintenance of consumption, the value 
of the influx of foreign capital may he in a reduction or elimination of m- 
ditionary pressure In the case of consumption goods imported as a result 
of the capital influx, it is fairly obvious that the influx helps to relieve in- 
fUUonary pressure In the case of capital goods, it is a little more com- 
pbcated, but at least we may say that if the influx of capital goods is financed 
from abroad, there will be less inflation (other things being equal) than 
if there had been the same amount of investment and development in an 
underdeveloped country without financing from abroad That is to say 
with a given degree of development and investment, it is always true that 
sn influx of capital goods from abroad has the effect of reducing inflation 
Perhaps the beat way of making the issue clear is to say that an underdeve¬ 
loped country, if it uses foregin financing m the foim of an influx of capital 
goods, can have more development and investment with a given degree of 
inflationary pressure, or, alternatively, it can have a given degree of develop¬ 
ment and investment with less inflationary pressure than would otherwise 
be the case--that puts the issue quite clearly. Of course, the two nro- 
poBitions are a reflection of the same economic mechanism In practice 
the most hkely combmation is much more development and some more 
innationaty pressure. 

m of inflation may itself become the very objective for obtain- 

under certain conditions deflation or the 
of inflation may pay high dividends Thus, a certain amount 
y spent simply m reducing inflationary pressure may in certain con 

1 Greece, at a certain stage m the recent great in 

‘"SOM-Shlch eSS to 
T*"' «■ •‘■JonMt.oay Mid abtotb 
raccesaful^iS that reasonably 
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(6) The Bisth use of foreign finance which I should like 1 
IS that of reduced balance of payments pressure At this stage we i 
mtroduce the fact that foreign financing is not just money, not just coiiJ 
over general resources, but that it is Joretgn exchange, command over 
resources. Where foreign credits are available, that naturally h 
to reduce balance of payments pressure in the under developed country y 
utihses foreign finance It may also have an effect in improving its i 
of trade. In stating this, I am not going to argue that the transfer i 
nism from the capital exporting country to the capital importing t 
itself requires certain price changes favourable to the borrowing coiBg 
That was also maintained for some time, and is a big, important and d# 
cult subject which can be argued one way or the other What I have mw 
rather, is something fairly obvious, relatmg to those more pohticalotl^ 
gammg or monopolistic elements that enter into foreign trade If a 
tal influx reheves the balance of payments pressure on an underdevelZ 
country by not forcing it to pay for all its imports by as many exporM- 
otherwise it would have to in financing a given, amount of investment),! 
bargammg position of that country is strengthened It can hold back coi 

dities in stock, it can wait for favourable opportunities to sell, anilis| 
number of ways the bargammg position of such a country is improved, 
if we assume that the underdeveloped country concerned is deteraim' 
to have its given degree of development, and if we then consider the W 
alternatives—either to get loans from abroad, or finance the whole progrsi, 
me by a domestic effort (and, in the case of foreign exchange requiremeeit 
that means exports )—I think it is very probable that the use of foreip 
credits would improve the terras of trade of the under developed eountir; 
and raise its export prices relatively to its import prices. ’* 


Another way of lookmg at it—but which I think comes to the Sit^ 
thmg—^is that it enables the under developed country which uses finaaei^ 
from abroad for development, to that extent, to maintain higher exchmg 
rates than would otherwise he the case, while the process of developmeatgw 
on. Although the use of foreign finance for exchange stabilisation is w 
strictly taboo after the unfortunate experience of some of the earlier exciaip 
stabilization loans, it is quite possible that foreign financmg may have »r 
the intention hut the effect, of maintaining higher exchange rates than wonis 
otherwise be possible, that, again, may brmg a number of undesirable effecLi 
but it certainly has the effect of improving the teimsof trade for the undn < 
developed country concerned. 


Incbeases the intebnational division of labour I 

(7) Finally, the seventh and last use for foreign financing that I wook! 
list among its functions or effects is that it increases the intematioml 
division of labour. The alternative may be either to import capital gooA 
or consumption goods, especially the former, for development if the forap 
finance is available, or else to make them at home if the foreign finance a 


106 




PE0JKCT8 AB PART OF NATIOJIAL DEVBIjOPJaaStT mOOBASItES 


, I gome underdeveloped countries at certain stages of develop • 
technically in a position to make even some of their capital 
'Ih mselves. If that is the choice, then under certain conditions the 
<H)odB ine jjgjpg maintain the mtemational division of labour. 

'^”hv foreign financing helps m the international speciahsation and 
*'frSrial dmsion of labour, by making it possible, instead of doing some- 
niTLlf (which presumably, by assumption or definition, the underdeve- 
Q MUntW 18 not particularly suited to do), to import these goods from 
'Kdon credit now, paying for them later by exports (presumably of things 
"Sare more a suitable to the underdeveloped country). It thus avoids 
leneed for inefficient high cost industries which may become a permanent 

drag. 


XXVI Common Defects of Developnnent Programmes 

I hope you will permit me to conclude this course, by appending the 
OTBinary of the most oommom defects in development programmes, drawn 
apat a United Nations seminar on ‘Formulation and Execution of 
Development Programmes’, held in Puerto Rico in May 1950. I was pri¬ 
vileged to participate in that meeting You will want to study the full 
report which will soon be published. Meanwhile, the foUowing summary 
leetns to me a fitting conclusion to this course You will recognise that most 
oral! of the eleven pomts mentioned have come up for discussing here during 
the course to which you have listened This is on what the meeting agreed. 


Lack of oonsistewoy 

Development programmes are not always consistent with the total 
financial resources available, or with the particular requisite types of finance 
available. Sectional or regional programmes tend to add up to more 
than available resources , this results either in starting more than can be 
completed, or else m a cutting down process which leaves an unbalanced 
set of measures. 


Peiosity foe public works 

Development programmes may tend to assign too much priority to 
pnbbo works projects relatively to such needs as improvement of food pro¬ 
duction and general raising of productivity. 


Emphasis on public shotob 

Smce pubUo mvestment is under much more direct control than is 
private investment development programmes tend to give too much atten¬ 
tion to the public sector and too little to the private sector. This should 


107 


DEVELOPMENT PBOJBOTS AS PART OF NATIONAL DEVELOPMENT 


PBOflR 


not be allowed to weaken development in the private sector undulv iiH 
diverting an excessive proportion of scarce resources into inveatir ’ 4 ^ 
public sectcH' HI 


Paper targets for private sector 


Development programmes tend to establish paper targets for tl ^ 
vate sector, without providing for the measures required to assure that 
targets are m fact attamed Alternatively, programmes sometim ^ 
faulty in trying to do by public expenditure what would be eaualh ^ * 
suitable for the private sector ^ 


Interest in spectacular projects 

Development programmes tend to over-emphasize investment nk 
takes the form of concentrated, large-scale projects, which are spectac^ 
rather than basic, at the expense of scattered, small scale improvements e 
necessarily requumg big capital investment, which yet in the aRgnm 
may he as important or more important than a few big projects °° ™ 


Neglect of short-term requirements 

There is a tendency to neglect short-term requirements 111 the desnei 
draw up long-term development programmes A failure to solve pre® 
current problems may endanger the long-term objectives aimed at hv t! 
programme. 


Insufficient study 

Major schemes are sometimes started without sufficient prior stui 
sometimes under pohtical pressure or in understandable impatience to a 
things started In general, both the selection of projects and the exanm 
tion of mdividual projects will require careful analysis Time spent in m 
analysis is not “wasted” 


Concentration on creation of tangible capital 

Development programmes tend to concentrate too much on specif 
expenditure resulting m the creation of tangible capital, to the nejfe 
of improvements m institutions, in the domestic, economic and social clinmE 
and in the standards of the traditional government services 


Multiplicity of controls and inducements 

In trying to secure attainment of private sector targets, developni 
programmes tend to rely on a multiphcity of mducements and controls rt 
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hatmomzed with each other Such measures may create unne- 
rv w^icts between private and pubUc mterest. 


ISStPrlCIENT WORKING CAPITAL (POR PRODUCTIVE INSTALLATIONS) 

T)e elopment programmes tend to concentrate too much on fixed in- 
ent and fail to provide sufficient workmg capital for the productive 
^lations which they include This may result in loss of productivity 


Lack of clearly defined priorities 

Development programmes often lack clearly defined priorities Tho 
one agreed with the Sub Commission of Economic Development that “it 
^ oMasionally happen that without further inquiry one particular thing 
SUnds out as the supreme need at a particular moment, and m that case it 
is perfectly proper that such a particular project should he considered and 
pro^Boted in isolation This situation, however, will be the exception rather 
thin the rule 
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appraising costs and benefits of development 
PROJECTS 


I Introduction to the Course in Principles and Practices of 
Beneflt'cost Analysis 


To ilay we are merely going to get acquainted and try to outline a courae 
of study for this class. We will do it jointly. You will teach me perhaps 

aore then I will you 

In general this course in benefits and costs i3 intended to cover the 
l)aaa assumptions and prmciples involved in a benefit-cost analysis as they 
are applied to the formulation and. economic justification of resource develop¬ 
ment projects The principle subjects to be covered are objectives and 
purposes of economic analysis, the character of the viewpoint upon which 
analysis is based, definitions of benefits, costs and related terminology. 
A.tte*ntion ill be focussed on effects attributable to projects, the nature 
of secondary benefits, and a procedure for analysis of justification of pro¬ 
posed projects 

The standards, problems and procedures involved in meaaurenient 
of benefits and costs will be discussed Measurement standards to be 
studied will mclncle price levels, interest rates, period of analj^aia, amorti¬ 
sation and salvage 

The applications of the principles and procdures for analysis of benehta 
and coats will be discussed m terms of several projects including irrigation, 
flood control, watershed treatment and multiple purpose projects. 

It makes no difference what country you are from, the procedure for 
determining coats and benefits is the same. It is a matter of measuring 
the costs of developing the project on one hand against the benefits derived 
on the other 

As we go through this course we will try to apply what we leai-n to a 
specific project The project we wll use will be the Thai Project. It is 
Isigely a refugee colonization scheme. This project is one of a large number 
of projects that has been set-up for development by the Pakistan Govem- 
menf. It carries a priority rating of A 1. This project has several parts 
to It. It is combined with imgation, road bmlding and reforestation 
sspects 

covered by this project is about 2,000,000 acres, of which 
the Thai Authority plans to develop 900,000 acres, construct 1,000 villages 
Md settle 25,000 families They have set as their goal five years but that 
IS too short a time. 


n, 17,90.00,000 of which 

n.s AW.TO.OOO represents foreign exchange, part of which will be u» 
O^rsand part m sterling After fuU development the project m 
annually about Rs 3,80,00.000 from exports of wheat 

oknll! just an example of what constitutes programme 

as we go through this course we learn 
(to back tn principles m programme planning so that when you 

(tovemmuni ^ r respective Governments you will be able to assist your 
wuntTiTl « development of their resources, and if your 

member of the World Bank and you should make application 
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for a loan, it is my hope that your project plans will be in good form 
prercnted to the Bank. | 

Every project most be looked at from two points of view, first hi 
the point of view of its technical and economic feasibility, that is, are 
engineering aspects of the project sound and with the benefits return lh| 
costs of the investment ’ Secondly the contnbution of the project to thf 
total economy should be determined This we call the “economic jU8t%| 
tion” of the project. | 

The economic feasibility of a project is determined by a financial analyial 
of project costs and revenues and a project is found to be economicalh ^ 
feasible when such an analysis shows that project revenues will return tlis 
project costa under the terms and conditions authorizing the project [ 

You must remember in your planning work that projects should k* 
planned so that its benefits will pay the costs. j 

STany people think that because the World Bank has a lot of nionej, 
they can jnst make loans without examining the projects That is impossibk 
beenuse if we did that we might make loans on some project which was mt 
right from an engineering point of view and benefits would not retun ; 
costs If we make such loans, the Bank would soon be out of money. 

Basic to a consideration of the economic factors affecting projtct' 
development is the economic environment in which these projects rfl' 
operate In general, the appropriate setting for project development, u 
one m which, over the long run, an expanding economy will require increasinj 
amounts of goods and services to satisfy increased needs resulting boil 
from population growth and higher levels of living. If you are to evaluate 
the project and its effects on the economy, with and without the project, 
this fundamental must he considered f 

Benefit-cost analysis are not always the sole basis for approving oi 
disapproving resource dei-elopment projects For e.vample, where the f 
need for a project arises from considerations of public policy other thss i 
economic factors, such as foreign policy or national defence, these considers. / 
tiona may govern Even m such cases, however, since economic''resouica. 
are bmited m relation to need, benefit-cost analysis serve a valuable purpos • 
in revealing the relative economic efficiency of such projects 

A great question for planners is just what kind of programmes to pal 
in for economic development Just how to evaluate competing or alternaUw 
programmes with regard either to allocation of limited public funds for tfr 
source development or the relative desirability of alternative programma 
which may or may not have similar objectives in common. For instance is 
Pakistan, what is the best thing for the Go.^emment to do m prondii^ 
sufficient food for the nation. The question to he answered is, what is ths 
most durable way of accomplishing this goal Theoretically, this may b« 
achieved in at least three different ways—^by more intensive developnient 
of e.xisting agricultural land such as the Thai Project, by development d 
new land, or by imports abroad Each of these alternatives will vary in 
impact upon regional, national, and international levels, and will have varyinj 
effects in terms of financial requirements, foreign economic policy, and nst 
costs to the nation. 
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Y U can see that often times there are problems of government economic 
licy Fhich are beyond the responsibility of resource planners and resource 


At our next meeting we will discuss how the World Bank goes about 
Munining projects and making loans 


II Lending Techniques of the International Bank 

To day we are going to discuss the lending techniques of the International 
Bank for Reconstruction and Development The International Bank for 
Reconstruction and Development, since the start of operations on June 
J5 1946, has lent about 8750 million in 13 countries during a most difficult 
ueriod of world-wide economic development, and no serious questions have 
^en raised concerning the soundness of these commitments Much interest 
has been expressed in the methods em] loycd by the Bank in approaching 
the problems of post-war international lending and in processing loan 
applications There is nothing mysterious about the techniques used by 
the Bank Some are new techniques baaed on three yeais of foreign lending 
under highly unstable conditions, others are the application or adaptation 
of old and proven methods to the conditions that must be met to day. 

Prior to deahng with the sahje t in detail, I should like to point out 
the principal objectives of the Bank’s lending techniques and practices. 
These aie to insure that loans are within the capacity of the borrower to 
repay, that the projects financed are prcductive, and that, once made, the 
loans will be us^ in a manner agreed upon between the Bank and the 
Borrower. 

In general the processing of a loan falls into four stages, namely (1) 
preliminary exploration, (2) critical examination, (3) negotiations, and 
(4) administration. It is not always possible to draw a sharp line between 
the various stages, but a brief discussion of the operations performed in 
each will best clarify the techniques and practices employed by the Bank 
m the course of making a loan. 

Prehminary exploration begins on the first approach for a loan. At 
that point, the Bank seeks to determine whether tho financing would come 
within the scope set by its policies and the requirements of its Articles of 
Agreement Bor example, the loan would be barred if the project to be 
financed is located m a non- member country, if it is in the nature of a short¬ 
term commercial transaction, if the borrower could obtain it from private 
capital sources on reasonable terms Further, where the prospective 
borrower is other than a member government the Bank will not seriously 
consider a loan wiJhout some indication that the member country concerned, 
will, as requued under the Bank’s Charter, guarantee payment of principal, 
mtsrest, and other charges This policy serves the interests of the Bank 
and the borrowers as it saves time and effort that might be spent in sub¬ 
mission and examination of projects for which no loan could be made. 

In some instances, particularly where the less developed countries 
AW concerned, no specific project is presented for consideration of a loan. 
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Instead, the Bank is asked to survey the country’s needs with a view k 
determining which sectors of the economy should be developed and i I 
order of priority for the projects ’ 

The critical examination stage begins if the loan request meets that 
first general tests and if the project appears to warrant serious consideration, 

A careful investigation is made by the Bank of the economic and finanoiil 
conditions of the country and of the borrower, and a study is made of the 
project In examining the project, surveys are made of the sources and 
amount of local capital available to meet local costs, and of the avaikbilitT 
of labour including skilled and management personnel The teohnioil 
feasibility of the project is thoroughly investigated and experts examine 
plans, market surveys and financial arrangements A thorough appraij^ 
is also made of all factors affecting the borrower’s credit worthiness and its 
ability to complete the undertaking In examining the economio and 
financial conditions m a country attention is focussed on the following typee 
of questions • 

Gan the country properly assume additional foreign debt for a project 
of the type under consideration^ Are the financial and economic polioiis 
of the government conducive to sound development and the success of 
the project* If not, what steps should be taken to remedy the short, 
comings,* Will the project contribute effectively to the immediate develop, 
ment of the country, or are there other projects with a higher pnonlyl 
What effect will the project have upon the abihty of the country to earn 
sufficient foreign exchange to repay the loan 

In short, the Bank recognizes that the prospects for success of a project 
and the borrower’s ability to service a loan will be substantially mfluenoed 
by economic and financial conditions of the country in which it is locate!, 
and that those must be taken into account 

An investigation centred in an office in Washington cannot yield sQ 
the facts and the full appreciation of local conditions needed to make the 
complex decisions required in an international loan Consequently, the 
Bank has adopted the practice of sending skilled observers to make “on 
the-spot’ ’ investigations of the project and the country concerned Personnel 
for these “field missions” is drawn mainly from the Bank’s staff but outside 
experts often are employed for particular technical investigations 

All of this effort and expense devoted to processing loans is in recognition 
of the Bank’s responsibilities to the member countries which supplied its 
capital and to investors who have purchased its bonds It is the aim of the 
Bank to insure that its loans shall contain the minimum of risk consistent 
with its objectives and that they shall contribute as much as possible to 
the borrowers ’ economic well being 

If the loan application passes the critical examination stage, the borrower 
13 advised that the Bank is prepared to negotiate a loan agreement, whiok 
sets forth the terms and conditions on which the loan is granted Negotis 
tions are earned out by a Loan Officer of the Bank, assisted closely by i 
working party, and representatives of the prospective borrower Whsrs 
the borrower is not a member government, the provisions of the required 
guarantee agreement are negotiated concurrently 
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Four departments are directly concerned with the processing of loans 
Tha Loan Department is responsible for the general development of the 
loan programme and policies It receives and examines loan inquiries, 
msures that the necessary appraisals and investigations are made, prepares 
reports and recommendations eoncermng loan requests, and conducts 
n^otiations. The Economic Department makes the economic studies 
jjeeded for determination of loan policies, and prepares comprehensive 
reports on the credit worthiness of borrowers It also participates in field 
Bussions and keeps abreast of economic trends which may affect the loan 
or the project. 

The Legal Department drafts the loan and guarantee agreements and 
supplies legal advice at all stages of the proceedings It also confers with 
borrowers on legal matters, participates m loan negotiations, and when 
necessary a representative of the department may accompany a field mission 
The Treasurer’s Department maintains accounts and financial records and 
handles disbursement of loan proceeds, collection and end-use supervision 
It advises as to rates of mteiest and other charges, repayment terms, and 
other financial conditions as well ’ 


Proper co ordination of these mterdepaitmental activities is essential 
for the success of the Bank’s lending operations This is assured thiough 
assigning a member of each of the four departments to a working parW 
the members of which keep m constant touch on all matters connected 
with a particular loan throughout all four stages of its processing 

Responsibility for direction and supervision of loan operations is vested 
in the Loan Director, who acts under the general direction of the Bank’s 

On important policy matteis he consults 
with the Staff Loan Con mittee, which is composed of the \ ice-President 
M Chairman, and the directors of the four departments concerned with 
lending This committee follows the progress of all loan negSions aS 
receives all reports prepared by the Bank staff or outside consultants The 
P»*nl, .ho the Ch,.f Executive, hue find respZw“y foe ,e! 

mtnmending action on loan applications to the fourteen members of the 
Directors The latter represent the 48 member estates 
and by their vote accept or reject recommendations on loans Throughout 
ffe course of loan negotiations the board is kept informed of major develon- 
ments and is asked to consider policy matters ^ ^ 

guarantee agree¬ 
ments and other pertinent documents are submitted to the ExecutivA 

the loan beisifeWrZ B ® the horrLer, 4en 

comes effective, the Bank retains full control over all undisbursed 
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funds It will release them only upon presentation of doc\iinoiik„ 
evidence that the money has been or will he spent on items agreed onforfe 
project. A special “Disbursement Section” is attached to the ™ 
Department to handle all details. 

One of the significant practices adopted by the Bank is that of „ 
vising the “end-use” of its loans Through its end-use procedure, theB^ 
ascertains that goods purchased with loan proceeds are properly instaly 
and that all other steps necessary to the progress of the project are taia 
by the borrower This activity has been assigned to a special “Endf® 
Supervision Section” of the Treasurer’s Department In fulfilling tha 
function, end-use supervisors make frequent on-the-spot inspectionB otih 
projects and constantly study progress and penodio reports recareJ 
from borrowers, engineers and other sources 

It IS the establishment and development of close and friendly contacu 
with the borrower, however, that is the most important of all actuitia 
during the administration stage of a loan Through maintaimng a clo® 
relalionship with its borroiAera, the Bank is able to appraise development! 
which may affect the economic position of the borrower and the posilioj 
and security of its loans An exchange of views may result m actw 
forestalling the development of conditions likely to cause a default Con 
fidence and mutual understanding between a lender and a borroner ahayi 
form the strongest bulwarks against adverse changes which are ' 
certain to arise during the life of any long-term commitment 


III Basic Assumptions and Principles Involved in 
Project Development 

To-day I would like to take up some of the basic assumptions and Prm . 
ciples involved in planning for development of project where natural resources i 
are involved > 

The ultimate purpose of economic analysis of a project is to ascertain '< 
the effectiveness of economic resources such as land, labour and materials ’ 
when developed in a project, we compare this effectiveness in an economy ^ 
with the non-development of the project Inot her words what is the effect 
on the economy with and without the project , 

The ultimate aim of developmg any project is to satisfy human needs 
and desires 

The viewpoint from which the effects of a project should be formulated 
and evaluated should not be a limited point of view as what constitutes bene 
fits and costs from an individual point of view but rather a public point of 
view should be observed That is, a viewpoint which should include con 
sideration of all effects, beneficial or adverse, short-range or long range, 
that can be effected to be felt by aU persons and groups in the entire zone 
of influence of the project A project should do the most good to the moat 
people over the longest period of time 

In general, the value of projects to the public are measured in terms ol 
a monetary unit Despite the limitations of reflecting values from a publw 
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, of a monetary units, it is concluded that there is no other 

”’^’"mpaBure for evaluating the effects of projects in common terms 
t^ne of analysis is usually referred to as a "benefit-cost” analysis. 
-Ir benefit-coat analysis are not always the sole basis for approving 
^Tsannrovins resource development projects. For example, where the 
” 1 for a project arises from considerations of pubhc policy other than 
ewomio factors, such as foreign policy or national defence, these considera¬ 
tions may govern 


Eien m such cases, since economic resources are limited m relations 
need benifit cost analysis serve a valuable purpose in revealing the ida- 
pve economic efficiency of such projects 


While this course is concerned largely with the analysis of the “eco¬ 
nomic or financial feaaibihty” of a project, a few words need to be said at 

this point on the overall effects of projects on the economy. 

The economic effects which may be expected if a project is developed 
cover a vide range The range of effects can he illustrated simply by con- 
iidermg just one chain of events tha". might stem from a typical irrigation 
projert which makes available a supply of water for agriculture The farmer 
the water in conjunction with land, labour and materials to produce 
wheat The wheat, in turn, is transported to and processed through a silo 
and a mill to produce flour which is utilized by a baker to make bread for 
tile to a consumer The problem is to determine which of the economic 
effects along that and similar chains of events are attnbutable, wholly or in 
part, to the project To facilitate subsequent discussion of these problems, 
terrainologyfor certain classes of effects will be given and the terms illustrated 
by application to a hypothetical irrigation project as illustrated 

Project costs are the value of the goods and services (land, labour and 
materials) used for the establishment, maintenance, and operation of the 
project including allowance for interest and risks. In the irrigation project 
earlier, the project costa would be all the costs of making irrigation water 
available to the farmer 


Associated costs are the value of the goods and services needed, over and 
above those included in the cost of the project itself, to make the immediate 
products or services of the project available for use or sale. In the cited 
eiample, the farmer’s costs of producing the wheat (other than any change 
for the irrigation water) would be associated costs 

Primary benefits are the value of the immediate products or services 
resulting from the measures for which project costs and associated costs 
were incurred In the irrigation project illustration, the primary benefits 
are the value of the wheat produced by the farmer. 

Secondary costs are the* value of any goods and services (other than 
those Covered by project and associated costs) which are used sks a result of 
the project These include the costs of further processing of the immediate 
products or services of the project and any other costs, over and above 
project and associated costs, stemming from or mduced by the project. In 
the irrigation project example, the costs of transporting the wheat, silo and 
mlhng costs, bakery costs and the cost of distribution to consumer would 
be secondary costs 
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Secondary benefits are the values added over and above the value of 
immediate products or services of the project as a result of activibes'l 
ming from or induced by the project. In the cited example, the value rf 
bread over and above the value of its wheat content would be a 
benefit How much of this secondary benefit creditable to the 


he discussed later in this course 


' Projwtd 


In our analysis of the Thai Project I will attempt to point outp) 
your help these various types of costa and benefits " 


IV Summary of Procedures for Proj’ect Formulation 
and Analysis of Justification 

In to-day’s lecture we will be concerned largely with a summary otwJ 
we have discussed in this class on procedures for project formulation, 
lysis and justification j 

The several steps in an economic analysis to permit a deterininiti(F’ 
of the relative efficiency with which economic resources will he usedili 
project 13 undertaken can be summarized as follows- I 

1. Establishment of need —In general, the existence of a, neele 
demand for project services is established in the procea d 
determining the effect on the economy with and icithoul Ik jk 
ject 

2 Estimate of project benefits and costs —In general, the benefc 
cost analysis involves the measurement of certain physti 
and economic factors under conditions expected to pnvs.' 
without the project and under conditions expected to pt' 
vail if the project is built j 

3. Establishment of scope of project development —The scope or scii 
of development of a project should be established at tk 
point where the net benefits from use of resources for pm;# 
purposes are at a maximum 

Net benefits are at the maximum when the scale of developmet 
is established at the point where the benefits added by 4* 
last increment of extension of scope are equal to the cot 
necessary to add that increment of scope to the project 

At the point of maximized net benefits, the total project henefitswl 
necessarily exceed the total project costs by the mavimum 

4 Ascertaining most economical means of realiz mg project purposei- 
The project or any separate segment thereof selected to is 
complish a given purpose should be more economical tk 
any other potential means, public or private, available fc 
accomphshing the project 
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K Comparison of relative economic value of justified projects—The 
” relative economic value of one project over another under 
various economic conditions may be determined by several 
methods-— 

la) By comparison of the respective amounts of excess benefits 
over costs This method good if costs were no object 
(6) By comparison of rates of return on respective investments. 

This method has hmited usefulness 
(c) By comparing the ratio of benefits to costs This method 
refle ts both benefit and cost values and is the recom¬ 
mended basis for comparison of projects 
XhiB completes our work on the first phase of the course, namely, the 
kasic assumptions and principles involved in setting up or the planmng for 
the development of resource development projects. At the next meeting 
oflhe class, we will take up the problem of measurement of Benefits and 

V Measurement of Benefits and Costs 


The use of benefits and costs in connection with the formulation and 
jutificstion of projects requires their measurement in common terms In 
jicmg benefits and costs on a sound and comparable basis, questions involv¬ 
ing rtandards, problems, and procedures of measurement must be recogmzed 
and properly resolved These measurement standards relate to price levels, 
interest rates, risk allowances, and period of analysis including considera¬ 
tion of amortization of investment and salvage values Particular pro- 
llemn of measurement include the treatment of tangibles and intangibles, 
ndjurtments for levels of economic activity costs of effected public facilities, 
neqniation of land and improvements, taxes, displaced facilities, extension 
of naeful life, and consequential damages. 

The benefits and costs of projects occur diverse physical forms at differ¬ 
ent tunes, and have effect over varying pieriods of time It is necessary 
to hnng these effects to a common basis of measurement to permit sound 
coapnnson of benefits with costs in a particular project, and to permit com- 

C 'son of various projects The most convenient and widely recognized 
> for doing this is the monetary unit 

The use of the monetary umt for translating project benefits and costs 
to a basis permitting their comparison between projects entails selection of 
wioOB standards. These standards necessarily include the prices by which 
tho physical effects of a project are translated into monetary values, tha 
iitSTest and discount rates by which these effects are translated to a common 
™6 and risk basis, and the selection of a period of analysis for a proj'eot 


PsicE Levels 


Ideally, measurement standards in project evaluation should reflect 
'■ as a whole, as such, these standards should be concern- 
and benefits However, it la not practicable to 


^dinth "real” costs 


121 



APPBAISINQ COSTS AUD BEKEF1T3 OF DEVELOPMENT PEOJIcrs 




establish and apply “real” coats and values, Estimates would be a tk 
retical terms rather than in terms of a monetary, unit 

All things considered, the most satisfactory approach would result 
using prices estimated as they are expected to be at the time when 2 
are incurred and benefits received. As a practical matter this Would 2 
applying prices current at the time of investigation to project iuvestiB 
costs Benefits and other costs would be expressed in terms of a price L 
expected to prevail at the time when these benefits and costs Would Wt 
pected to occur This procedure is recommended as the best aviihfe 
method. It permits a useful working relationships with repayment di^ 
mination It takes account of future prices and price relationships ^ 
on the beat judgment at hand 

Eor the purpose of evaluating benefits and costs on the basis of] 
expected to prevail when benefits and costs occur, the effects of proj^ 
fall into three general classes 


(1) Investment costs, which are usually incurred at the outisti 

the project 

(2) Operation, maintenance and replacement costs, which occurs 

various times throughout the life of the project. [ 

(3) Benefits, which can be assumed to accrue throughout the life J 

the project at uniform or varying rates | 

Initial investment costs should usually be evaluated on the bsjui? 
prices prevailing at the time the project begins 

Future operation, maintenance, and replacement costs and benefe 
should be evaluated at the time of occurrence of such costs and benefc^' 
The most practicable procedure is to estimate the average price level expects 
over the life of the project This requires consideration of popnhtitf 
growth, technological developments changes in consumption patterns, len^ 
of employment, amount of foreign trade, possibilities of substitutes 
alternative sources of supply and monetary and fiscal policy The diffia! 
ties involved in forecasting possible future developments and estiiostel 
probable future price leve's are tremendous but the problem cannoih 
avoided by merely accepting current or historical prices as a basis for fiit» 
expiectations i 

The soundness of project formulation and justification analys’s dep^ 
in part on the accuracy of benefit and cost estimates In general, it lap 
ferable that estimates be on the conservative side and have a reasoiwh' 
high degree of certainty of realisation Future price levels as estini!^ 
for evaluating benefits and costs should, therefore, be the expected avefi^ 
price levels which may reasonably be expected to prevail during the hfeti^ 
of the project In this respect, price level forecasts for benefit-cost anilj^ 
should be on a conservative basis 

In summary one can say that to satisfy the various purposes toK 
served by benefit-cost analysis the use of prices reasonably expected i 
prevail at the time of benefit and cost accrual is recommended. For instahj 
tion costs, prices expected during the construction jieriod should be U6» 
In calculating most types of benefits and in calculating costs for operate, 
maintenance, and minor replacements, the prices used should be the «venf 
prices estimated to prevail over the life of the project. 
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lit our last meeting under the subject of measurement of benefits and 
^ m difloyssed the question of prices levels To-day we are going to 
how to handle risk allowances and interest. ® 

As I told you yesterday, the values attached to benefits and costs at 
aietr lime of accrual can be made comparable only after conversion to a 
OTmon basis oftime and degree of certainty of occurrence Interest and 
tide allowance provide a means for giving monetary expiession to 
^ennua and lime and certainty of occurrence of benefits and coats. 

Prevailing interest and discount rates for loans and investments usually 
reflect both the " tune ” and "risk” elements, the wide range in such rates 
mees largely out of differences in the estimated risk on various types of loans 
sr investments To the extent feasible, direct or specific allowances should 
bt made when planning a project. 


Allowances for nak take account of the hazards and uncertainties that 
intervene between the commitment or investment of resources and the ac 
craal of benefits There are tu'o principal types or categories of risk for which 
aflowsnees must be made m benefit-cost analysis One type is predictable 
rinee m many countries basis on past history of experience are available to 
calcnlate the probability or frequency of losses associated with its occurrence 
For predictable risks, the value of such neks may be converted into a reason 
a ly certain annual amount m terms of a monetary unit, and can be motect 
d through insurance or an appropriate allowances To the extent feasibL 
the value of all predictable risks should be converted to an annual or SesS 
forth'basis and allowed for either as an addition to project costs or as 

p^, nd diseases could be estimated with reasonable assurance Sie 
cffltaof their prevention if such is possible, the returns avsilsbla tA 
bnvestment costs should be reduced accordi^ly available to justify 

Risks in the form of uncertainties for which no amirnrirni-o m 

able for prediction include the probabihtv of ei^o^Tn ^ ™ u 

and costs due to such factors as fluctuationfm the levels of benefits 

technological changes, and other nX^eenable ^ 

erecting the cost or value of propTseTneeB Rir r 
group of uncertainties must be based lareelv uAnn n ^ “^^o^a-nces for this 
baas ate not available for calculating them talu?. 

bydeduotmg°C"from*beLfite o^SmTth^^ predictable risks, either 
apresentworth or annual equivalent baais.^ bemto project costs, ftsually on 

temst rates are a measure of the valuJ 

bence, provide a means for convertinv l differences and, 

hi calculating the costs of develoninf estimates to a common time period. 

m the project for Its cLrged 

order to compose annual costs and bmefits. annual basis in 

|niiat^a/‘ibr&iaSg\hVm“^^^^^^ Project depends upon the rate you 

can be financed at a lowKte ^ P^®' 

lower rate than pnvate industry. The govem- 
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ment rate of ■borrowing is relatively risk free because the seountv J 
general taxing power and because the overall degree of ®®cunty for thei 
18 relatively certain In view of these considerations, it is recomtoeS 
that the expected average long-term government bond rate be used ala 
basis for calculating public investment costs and that higher rates 1ft 5 
for private iniestment costa. 

In conclusion, when laying out a project do not fail to include hJ 
costs or deduct from the benefits and allowances for risks and a uw 
charge for the use of the money Both charges should be reduced? 
annual basis for the purpose of computmg the costs and benefit) 4 
an annual busis- t 

r 

Under the subject of measurements of benefits and costa ve 
discussed two principal subjects, namely, price levels and risk alloirai* 
and interest rates. To-day we are gomg to discuss the question of petfc' 
of analysis of a project ; 


Every project has a limited economic life A number of econom/ 
and physical forces hmit the economic hfe of any project Physical depKo, 
tion, obsolescence, changmg requirements for project services, and 
discounts and allowances for risk and uncertainty may limit the pce^ 
value of future project services The economic life of a project is detennw' 
by the point in time at which the effect of the foregoing factors is to tur 
the costs of continuing the project to exceed the additional benefits to 
expected from continuation As used in this sense, the economic Wes 
generally leas than the physical life of a project, and never more thantk 
estimated physical life 


While economic life establishes the upper limit on the period of enalyiij 
it IS often convenient and desirable to use a period short of the econoM. 
life of the project for purposes of economic analysis The use of apene i 
less than the ultimate expected economic life provides an additional 
for allowing for risks Conservative estimates of salvage values, irimmE’ 
estimates for the productive hfe of initial instalments and replacemeniJ 
and operation and maintenance allowances sufficient to provide tali, 
operatmg comlition throughout the period of analysis all tend to serve i' 
means for reduomg other allowances for risk and uncertainty 

The dififioulties and the uncertainty associated with estimating A, 
value of remote effects provide another justification for limiting the perm; 
of analysis Even though the character of the basic structures may ab' 
for an extended economic hfe, or the possibilities of replacement mayb 
such as to suggest a continuing life, the limitations on the reliabihtv r 
estimates projected mto the distant future and their small present valit 
when discounted provide reasons for selectmg a maximum evaluatio! 
period. 

Generally a penod of analysis of 100 years is considered as the upgr 
hmit on the economic hfe of any project Justification for this limit to 
in the more than usual uncertainty involved in predicting the remote futm* 
and m the likelihood that any benefits and costs acorumg beyond a 1* 
years would be largely offsetting in their amounts 
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resources remaining at the end of the period of analysis should be 
i-ijL terms of their non-project value. For example, in the case of 
jfv,fi.ateae6 value should be based on its potential use at the termma- 
f tefi uroieot but this value should not exceed the initial cost of the 
„n^,1amaees resulting from the project For most other remain- 
salvage value would be either junk values or values of 
’^h^oods for use m other locations, after allowance for transportation 


teinstallation 

Establishing the maximum length of project life and the basis for 
1 16 determines the period and the amount of the net capital investment 
t he amortwed The amortization charge should be sufScient to cover all 
Mital investment costs in excess of salvage during the period of analysis 
aLrofthetwo common methods for treating salvage give approximately 
Ab same results One is the deduction of the present worth of salvage 
(tom the present investment cost, with the remainder amortized over the 
oenod of analysis. The other is to charge interest on the total investment 
tat to amortize only the investment cost in excess of the value of salvage 
lemaining at the end of the period 

In conclusion one can say that the maximum period of analysis should 
be the economic life of the project or 100 years, whichever is the shorter 
Even for projects involving basic structures of extended life, and, those 
tivmg oontmumg replacement possibibties, it is recommended that a 100- 
mr period of analysis be used as the upper limit on economic life, with 
illowanoes for salvage at the end based on non-project uses The amortiza- 
uon charge should be sufBcient to cover the capital investment during the 
penod of analysis, calculated on a sinking fund basis using the investment 
wtintfireat rates Except in special oases, the basis for estimating benefits 
Mid costs should be under the assumption of mamtammg the project at 
full operatmg capacity 


VI Problems of Measurement 

In determining benefits and costs on particular projects there are many 
special problems that wQl need to he measured as costs and benefits. 

The first point of discussion will be on the treatment of tangible and 
intangible effects. You will recall that I told you earlier in this course that 
the tangible benefits or effects of a project are those effects that are measured 
in monetary terms Intangible effects are those which cannot be measured 
in monetary terms. 

An example of mtangible effe-'ts would be the loss of a aceiuo or 
histone site m connection with a proposed dam project 

The fact that intangible effects cannot be evaluated in monetary terms 
does not permit you to overlook or minimize them 

Quite often, intangible benefits may include such effects as the streng¬ 
thening of national security and the national economy, the substitution 
of power from water resources for power produced from a limited and non- 
replaceable fuel resources' the provision of new avenues for enjoyment through 
wildlife and many others. 
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Tlie saving of human life through flood control is an example of I 
kind of an intangible effect that is diflBcult to evaluate. However,ak* 
life might be given, as a minimum, the same economic value as Tvonl! 
■payable for a life los'b during project construction under conipensatiopaj 
inents 'which are normally included m estimates of project costs. “* 

Another factor to be considered la the ad|ustment of project costs 
benefits for levels of economic activity 

Usually the adjustment of project costs to take account of vatiaii 
m the lei'C'l of economic activity should not be made at the time of pt» 
formulation and long-range project analysis During times of lelativelvt 

economic activity and high unemployment, economic resources otherth 
labour are not wasted, or lost Adjustments of market price, evaluiiit 
of project costs will, therefore, nsually be necessary only for direct littf 
employed on the project. | 

Except in unusual instances projects should be formulated 
analysed under the assumption of a relatively high level of employma* 
Adjustments for under-employment of labour and other economic lesoiiRi! 
should be con idered only if construction is expected to be undeitj^, 
during the period of relativ’cly low economic activity' 


The acquisition of land and improvements require special consideratEj 
Most land and improvements acquired in connection with project develt 
nient will have their use changed as a result of the project Some ta* 
are flooded for reservoirs, others are shifted to less intensive usciti',^ 
remain in agriculture The problem is to assure that the productivity rV, 
the land with and without the project is properly reflected either in projtl 
costa or benefits I 

When land and improvements are acquired for project purposes, 1/ 
acqu’sition costs, including legal fees and administrative expenses, uf 
normally included as project costs I 

Productivity of the land in pre-project uses is normally eipedr. 
to be suflicient to justify the purchase price If purchase costs exceed M 
productive value of the property, the excess cost must be justified by 
benefits of acquisition. \ 

Another factor requiring special consideration is displaced facililial 
Displaced facilities are facilities whose present use is abandoned becjiB^ 
project facilities provide essentially the same services In evaluating Ibl 
services attributable to the project being analyzed, allowances iiiiiii| 
be made for the services that would have been provided by the di3pla«| 
facilities. The eSecta attributable to the project are measured by the viil*| 
of the difference m physical effects ■with nd ■without the project, ifta' 
allowance for any coats of the displaced facihties made unnecessary li[ 
their abandonment 

The extension of the useful life of a non-project structure or facilil! 
by another project needs special attention. The benefit creditable toi 
project for such extension of life is the difference in the net value of 
or services provided by the aiffected facility with and without 
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measures. Such benefits may be measured m terms of tiie value 
^|jj,j,n*reased goods or services provided or m terras of the reduced costs 
of providing such goods or services 

Per example, the benefit of the extension of the useful life of a reser- 
lOir by preventing siltation equals the difference m reservoir benefits ex¬ 
pected with and without the silt-prevention measures, but the cost of the 
^t-pteventioii measures should not exceed the cost of removing the silt 
irom the reservoir or providing equivalent alternative reservoir capacity. 

Consequential damages are uncompensated losses resulting directly 
from the development of a project Even though no compensation may 
be required or possible such losses are nonetheless a ical part of the 
project development costa For example, when lands are flooded to develop 
areservoir, there are coats for relocation and re-estabhshmeiit of the persons 
end enterprises which are displaced, and local cnterpri'-es which do busi¬ 
ness with people m the project area may have their volume of business and 
net incomes reduced if people moi e from the area 

Where individuals are expected to make shifts in order to avoid or 
minimize these losses, the measurable consequential damages should bo 
included as project costs but only for the necessary readjustment period 
onthe other hand, projects requiring the taking of sub-marginal laiid for 
project purposes may provide offsetting public benefits by mcreasing local 
net mcomea or by causing migration to areas of greater productiveness 
Such considerations are important from a public point of view, and their 
incidence may have an important bearing on repayment 


VII 


Review of Course of Study 


To day we are going to review what we have been studying in this class 
To you in your review, I have prepared an outline which I will reS 
and the points will be discussed in detail as we Droc'ed Tn vnur -nlnn 
ffork, such an outline should prove invaluable as a guide. ^ 

Purpose of this Part op Course 
setehOT of projects. ^ the/omafaf,on, evaluation and 


NALYsis OF Needs and Objectives 
project. demands which can be served by the 

Pected to be ^hcable to ex- 

appucaoie to such products or services. 
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The saving of human life through flood control la an exain^t 
kmd of an intangible cfFeot that la diflScuit to evaluate However, jU' 
life might bo given, oa a minimum, the same economic value as’vij 
payable for a life lost during project construction under compensationiJ 
Hients which are normally included in estimates of project costa, ? 

Another factor to be considered is the arljustmont of project co!i,| 
benefits for levels of economic activity f 

Usually the adjustment of project costs to take account of vaiii^ 
m the level of economic activity should not be made at the time of 
formulation and long-range project analysis During times of relativel|t 
economic activity and high unemployment, economic lesouroea othttit 
labour are not wasted, or lost. Adjustments of market price, evilly 
of project coats will, therefore, usually be necessary only for direct]^; 
employed on the project 

Except in unusual instances projects should be formulatdf 
analysed under the assumption of a relatively high level of emplojn^ 
Adjustments for under-employmciit of labour and other economic reioi^ 
should be con idered only if construction is expected to be undti^ 
during the period of relatively low economic actn'ity 


The acquisition of land and improvements require special conaidetiiK 
Most land and improvements acquired in connection with project devilif 
ment will have their use changed as a result of the project. Some lit 
are flooded for reservoirs, others are shifted to less intensive useik 
remain m agriculture, The problem is to assure that the produclhitj! 
the land with and without the project is properly reflected either iiiptojn 
costs or benefits. i 

When land and improvements are acquired for project purpo80i,ii 
8 cqu sition costs, including legal fees and ndministrative expenses, < 
normally included as project costs, i 

Productivity of the land in pre-project uses is normally eip 4 
to be sufficient to justify the purchase pnre If purchase costs exceed It 
productive value of the property, the excess cost must bo justified bjll 
benefits of acquisition. t 


Another factor requiring special consideration is displaced faoililk 
Displaced facilities are facilities whose present use is abandoned betitf 
project facilities provide essentially the same services In evaluating if 
services attributable to the project being analyzed, allowances m 
be made for the services that would have been provided by the displitf 
ctv sffocts attributable to the project are measured by tbeTnl^ 

of the difference in physical effects with nd without the project, « 
aUowance for any coats of the displaced facilities made unnecessary l( 
tneir abandonment t 


, ^^tension of the useful life of a non-project structure or faoiif 

f »*t«ntion The benefit creditable I 

or extension of life is the difference m the net value of 

provided by the affected facihty with and without t 
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extending measures Such benefits may be measured m terms of the value 
of the increased goods or services provided or in terms of the reduced costs 
of providing such goods or services 

For example, the benefit of the extension of the useful life of a reser¬ 
voir by preventing siltation equals the difference in reservoir benefits ex¬ 
pected with and without the silt-prcvcntion measures, but the cost of the 
silt-prevention measures should not exceed the cost of removing the silt 
from the reservoir or providing equivalent alternative reservoir capacity 

Consequential damages are uncompensated losses resulting directly 
from the development of a project Even though no compensation may 
be required or possible such losses are nonetheless a real part of the 
project development costs For example, when lands are flooded to develop 
a reservoir, there are coats for relocation and re-establishment of the persona 
and enterprises which are displaced, and local entcrpri'-es which do busi¬ 
ness with people in the project area may have their volume of business and 
net incomes reduced if people moi c from the area 

Where individuals are expected to make shifts in order to avoid or 
minimize these losses, the measurable consequential damages should be 
included as project costa but only for the necessary readjustment period 
on the other hand, projects requiring the taking of sub-marginal land for 
project purposes may provide offsetting pubhc benefits by increasing local 
net incomes or by causing migration to areas of greater productiveness 
Such considerations are important from a public point of view, and their 
incidence may have an important bearing on repayment 

VII Review of Course of Study 

To day we are going to review what we have been studying m this class 
To assist you in your review, I have prepared an outline which I will read 
and the points will be discussed in detail as we prooeed. In your planning 
work, such an outline should prove invaluable as a gmde 

PCTRFOSK OF THIS PART OF COTJBSB 

(1) The purpose of this part of the course is to illustrate how the 
principles, standards, and special problem solutions of benefit-cost 
measurement can be applied in the formulation, evaluation and 
selection of projects. 

Analysis of Needs and Objectives 

(2) The first step in a project analysis should be to analyse the existmg 
and potential ne^s or demands which can bo served by the 
project 

(3) Above involves an estimate of what use, if any, will be made of 
the potential products or services and at the prices or values ex¬ 
pected to be applicable to such products or services. 
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(4) Objectives of the project should be selected as a basis for fiirthei 
planning 

Analysis of Physical Possibilitiks fob Mbbtino 
Objectives 

(!) Next step in project development is to examine and analyse the 
physical possibilities for improvement or development 

(2) At all stages of such analysis, preliminary, intermediate and final 
the advantages and disadvantages of the various physical possibE 
ties can and should be evaluated and compared in terms of benePts 
and costs. 

Mbasuebment of Physical Effects of a Peojeot 

(1) As a starting point of analysis of the possibilities of a project 
to meet any given objective, it is usually necessary to analyse 
a specific initial proposal This nucleus of development may 
be selected on the basis of judgment through consideration of 
data available and which appears to offer possibihties to meet 
objectives 


General Peooeduee foe Mbasueement of 
Benefits and Costs. 

(1) Translation of the phy'sical effects of n project mto benefits and 
costs involves estimates of the values of the mcreases and decreases 
m the goods and services under future conditions with and without 
the project 

(2) For the purpose of eoonomio analy^sis, the benefits and costs 
should be measured from the same viewpoint, to a comparable 
degree and on comparable basis for time of occurrence and other 
factors 

(3) Starting with an estimate of the expected physical effects of a 
project, such as the production of so many bushels of wheat by 
irrigation, it is necessary to evaluate those effects in monetary 
terms Market price basis is considered the best available ap¬ 
proach for such evaluation 

(4) The eoonomio life of the project must be estimated and prices 

a.pplica le durmg that time must be forecast. 

(5) By applying measurement principles and standards previously 
^cussed, 1 e., mterest or discount, risk, and other factors, the 
benefits and costs of a project can be evaluated in monetary 

mv S' common time basis for comparison. 

' ' should prove most convenient to express benefits and costs 
m ^ ims of their equivalent average annual value over the selected 
period of analysis. 
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Measdbemsnt of benefits. 

(1) Tangible benefits are classified into two categories, Primary and 
Secondary 

(o) Primary indent benefits, which are the values of immediate pro¬ 
ducts or services of a project, are readdy measureable m most 
cases. 

The amount of "primary benefits” attributable to the project 
IS the value of primaiy benefits less all associated costs necessary 
for their realisation. 

(h) Secondary benefits, which are values added over and above the 
value of the immediate products or services of a project, such 
as those reaultmg from subsequent processing, are most cUfficult 
to measure, and in some cases may be appreciable, but lelatively 
small compared to primary benefits 

(c) Project benefits are determmed by summmg up the primary 
and secondary tangible benefits attributable to the project. 

Measurement of costs 

(1) There are two basic classes of tangible costs to be measured. 

(а) Project costs, which are to be compared with project benefits, 
and 

(б) Non-project costs, which are the associated and secondary costs 
which must be deducted from overall benefits to obtam project 
benefits. 

(2) Project Costs are the value of the goods and services used for 
establishing, mamtaming and operating the project. These costs 
include 

(а) Initial investment in land. 

(б) Labour and materials 

(c) Cost for replaoement, maintenance, and operation. 

(d) Costs of investigations, interest durini construction, engineering, 
inspection, administration, and overhead m general should be 
included 

(e) Also included are costs induced by the project, whether or not 
actvolly paid for by the constructing agency, example, conse¬ 
quential damages. 

(3) Associated and secondary costs are measured on the basis of the 
same prmciples and standards apphcable to other project effects. 

Establishinq sovle of development. 

(1) After the initial proposnl or nucleii'* of the development has been 
selected for ana'ysis and its benefits and costs measured, const leriv- 
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tioii can be given to scales of development greater or 
the selected nucleus > 

This applies to— \ 

(a) Variations in the scope of a single project. | 

(i) Additions or omissions of jirojects from a program, * 
(c) Inclusion or exclusion of a .specific purpose fromaJ 
jeot or program 


Analysis of justification. | 

lit summary, project is properly formulated and economiul 
justified, if 

(a) The project benefits exceed project costs 

(5) Each separable segment or purpose provides benefits at Its 
equal to its cost 

[r.) The scale of development is such as to provide the msiium 
net benefits; and 

(i) There is no more economical means of accomplishing thosm 
purpose which would be precluded from development it \\ 
project was undertaken. 


COMPAEISON OF PBOJBCTS. 

The relative economic desirability (exclusive of consideratioiit 
intangibles) of a number of projects which have been propeil 
formulated is reflected in their respective ratios of benefits t 
costs 


VIII Application of Principles to Various Project Purposes 

In to day’s lecture I am going to try and illustrate the application of It 
principles and practices discussed in this class to the measurement ofbem 
fits and costs to special projects The first project will be imgatios, i 
subject you all know a great deal about in Pakistan. 


Irrigation 


As you know irrigation projects provided a regulated water supplj 
or agricultural lands m those areas where natural rainfall is sufficienl 

projscta rnako possible additional production of needed food, feed an! 

s,nd the application of additiomj 
Dour and capital. An increase in the production of crops, livestock anJ 
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livestock products at the farm level provides economic returns to the over¬ 
all economy than such activities as marketing, piocessmg and trans¬ 
portation 

Primary irrigation benefits include the value of any increase in the form 
produced and sold off the farm and consumed by the farm, or farm family 
The increases in production are measured by comparing the volume of 
usuable agricultural production from the area with and without the project 
The difference, in terms of average annual production, la converted to 
monetary values by application of expected market prices 

This increase m production results from the project and from the appli¬ 
cation of aSBSociated resources The cost for aasociated resources for irriga¬ 
tion are the additional costa of proivate farm mvestraenta and farm opera¬ 
tion necess ry to utilize the irrigated water. With i rigation iicreased 
investments required by the farm are land preparation for irrigation water 
distribution structures, additional livestock, more buildings and machinery, 
and Local Governments charges will increase for their services These 
associated costa may be measured on a monetary basis in terms of increased 
costs for production, interest on the investment, maintenance, deprecia¬ 
tion of equipment, property taxes, and family living expenses The 
primary benefits attributable to the project from increased production are 
the value of the increased production less the associated coats 

Secondary irrigation benefits are the values added by transporting, 
processing and distributing the added farm products from the project plus 
any value added b other activities stemming from or in¬ 
duced by the project This is the benefit added to the overall economy of 
a country stemming from the project Such benefits should be measured 
by the difference m net incomes in secondary activities under expected 
conditions with and without the project. Secondary costs incurred in hand¬ 
ling an increased supp'y of goods may thus be deducted to obtain net secon¬ 
dary irrigation benefits attributable to the project 

Secondary benefits are usually omitted from project formulation 
and are used only in a final project analysis 

^ There are no special problems in the'measurement of coats of irrigation 
which were not covered by the principles and procedures previously outlin¬ 
ed in this course 


Ploo d control 

In flood control projects benefits are provided in two general ways, 
(1) by preventing the loss of goods and services, and (2), by making 
possible increased production of goods and services through more intensive 
use of land 

In general, the need for flood control depends on the need for the use 
of the property, products or services which would be destroyed or damaged 
OT which are prevented from being produced or used as a result of floods. 
The benefits of flood control is the net income made possible by flood con¬ 
trol measures. 
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The primary bemfii obtainable through prevention of 
shoulcl be measured as the difference between the damage thaU 3 
to occur throughout ^he life of the project if flood control is ptovS 
the damage to be expected without flood control. The flood dtnisS 
in general, be evaluated as the cost of replacing, repairing or tehdS 
the affected property. * 

In addition to the prevention of physical damage to propert? u 
may be primary benefits through avoidance of costs made neceS 
floods such as, (1) cost of evacuation and reoccupation of flooSy, 
(2) cost of emergency flood protection and flood fighting, (3)oQ8tofn^ 
care and rehabilitation of flood victims, (5) the direct loss througtifer 
tion of business, and (6) the increase in direct loss of doing of tS 
during floods All such benefits should be measured m terms (j| 
estimated costa or losses that would be avoided with and without th# d 
control project. 


In estimating primary benefits resulting from prevention of losail 
agiiculture, consideration must be given to the value of crop loamp/ 
1 ented, to increase costs of production such as replanting and to plij®' 
damages other than crop losses. The net effect of all such factors 
be summed up m terms of the change in net income to farmers vnti e’ 
without flood control •, 


Secondary benefits fiom flood control may arise m secondary sclmV, 
euoh as those which stem from use or processing of the products ofeetnw 
which are directly affected hy the floods Such benefits should be measiri. 
in terms of with and without tho project ' 

The primary benefits resulting from a more intensive use of prspat, 
made possible by flood control should be measured as the difference m 
productive capacity of the land with and without the flood control pro^,? 
The procedure is the same to the ones previously discussed in this 

Secondary benefits may be measured as mdicated previously fe'; 
secondary benefits from irrigation projects 


Watershed projects 

Watershed projects consist primarily of measures to improve gromij 
cover and condition including better cultural practices, shifts in roWioB/ 
of crops and intensity of land use, strip cropping, contour farming, fire JW 
tection and controlled grazing, stream protective measures and anyolM 
measures for the control of natuial resources i 

The principal benefits resulting from watershed programme memraie _ 
include, (1) reductions in floodwater damage and a ',re iter or more mta- 
sive use of land, (2) reductions m the rate of physical destruction ofIsii 
and facilities from such causes as erosion, swamping, sedimentation oifc 
position of infertile overwash of soils, and (3) increases m land prodii^ 
ivity over that expected m the absence of the programme tonjii 
preventmg reduction in fertility or increasmg productive capacity. 
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lo the extent possible, the benefits and costs of the various segments of 
ile overall programme should be considered separately for proper project 
j^nlation, 

Ihe measurement of the multiple effects arising from specific treatment 

e ices involves the problem of determimng what share of the costs were 
red to obtain a particular benefit. For example, while the use of lime 
,«id fertilizers may be essential to plant growth of vegetation necessary to 
,prevent erosion, hold water, and slow down run-off they may also increase 
imciiltural production Thus a part of their costs may be chargeable in 
put to each of these purposes 

The benefits to the land from preventing land damage to the lands upon 
idiieh measures are applied may have the effect of increasing product¬ 
ivity or preventing the loss of soil fertihty, or may reduce production costs. 
Such benefits usually are measured by the differences in net income with 
ind without the project over the period of analysis Estimates of expected 
fcture production with, and without programme are required, such estimates 
being converted into monetary terms by applying prices expected to pre- 
rail at the tune of accrual and reduced to a common time basis- comparable 
ertimatea for the project with and without the project are required to calcu- 
hte costs. 


IX R«view of Course in Costs and Benefits 

We have come to a point m our lectures where I feel it would be ad- 
raable to stop and review what we have gone over m the class work, I 

principles, standards, and 
^cial problem solutions of benefit cost measurements can be apphed in 
tte formulation, evaluation and selection of projects. This outlme should 
be kept for future reference which wiU be Llpful to you m platnS 
projecta in your own countnes ^ ^ in planning 


Analysis of needs and objectives 

tte exist- 

projeS, demands which can be served by the 

P>^i'=es or values 

pe o be applicable to such products or services 
^plaming°^ selected as a basis for further 

Analysis of pysioal possibilities fob meeting objectives 

^^pScarpSSt?e7fn^^^ ^ examme and analyse the 
I ,v u-ai possibihties for improvement or development. 


2 . 


3 . 
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2. At all stages of such analysis, preliminary, intermediate andji^ 
the advantages and disadvantages of the various physiaj 
possibilities can and should be evaluated and ooniparj(Ju 
terms of benefits and costs 


Measurements of physical effects of a project 

As a starting point of analysis of the posaibihties of a project to ae«t 
any given objective, it is usually necessary to analyse a specific initid 
proposal This nucleus of development may be selected on , the basis ot 
judgment through consideration of data available and which appears to 
offer possibilities to meet objectives 


General procedure for measurement of benefits and costs 

1 Translation of the physical effects of a project into benefila and 

costs involves estimates of the values of the increases and 
decreases in the goods and services under future condition! 
with and without the project 

2 For the purpose of economic analysis, the benefits and costs 

should he measured from the same view-point, to a comparahk 
degree and on comparable bases for time of occurrence and 
other factors 

3. Starting with an estimate of the expected physical effects of i 

project, such as the production of so many bushels of wheat 
by irrigation, it is necessary to evaluate those effects m mone 
tary terms Market price basis is considered the best available 
approach for such evaluation. 

4. The economic life of the project must be estimated and pricK 

expected to be apphcable during that time must be forecast 

5. By applying measurement principles and standards previously 

discussed, i e , interest or discoimt, risk, and other factors, 
the benefits and costs of a project can be evaluated in mone 
tary terms and reduced to a common time basis for comparison. 

0. It should prove most convenient to express benefits and costs 
in terms of their equivalent average annual value over the 
selected period of analysis 


Measurement of benefits 

Tangible benefits are classified mto two categories, primary and 
secondary. 
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"■ 77 ^ henefits, wluoh are the values of immediate products or 

”'^'”** wrvicea of a project, are readily measurable m most cases, 
oant of “primary benefits” attributable to the project is the 
*^'^a]ue of primary benefits less all associated costs necessary for 
their reaUsation 

a,cMdary benefits, which are values added over and above the value 
of the immediate products or services of a project, such as 
those resulting from subsequent processing, are most difficult 
to measure, and m some cases may be appreciable, but re¬ 
latively small compared to primary benefits 

Projcei benefits are determined by summing up the primary and 
^ secondary tangible benefits attributable to the project 


Measurkment oe costs 

(1) There are two basic classes of tangible costs to be measured. 

(a) Project costa, which are to be compared with project benefits, 
and 

(i) Non-project costa, which are the associated and secondary 
costs which must be deducted from overall benefits to obtain 
project benefits 

(2) Project costs are the value of the goods and services used for 

estabhshing, mamtainmg and operating the project These 
costs include 

(а) Initial investment in land 

(б) Labour and materials. 

(c) Cost for replacement, maintenance and operation 

(d) Costs of mvestigationa, interest during construction, engineer¬ 

ing, inspection, administration and overhead in general 
should be included 

(s) Also included are costs induced by the project, whether or not 
actually paid for by the constructing agency, example con¬ 
sequential damages 

(3) Associated and secondary costs are measured on the basis of the 

same principles and standards applicable to other nroiect 
effects. ^ ^ 


Establishing scale oe development 

After the initial proposal or nucleus of the development has been 
selected for analysis and its benefits and costs measured, con¬ 
sideration can be given to scales of development greater or leaa 
than the selected nucleus 
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This applies to— 

(а) Vanations in the scope of a single project 

(б) Additions or omissions of projects from a programme 

(c) Inclusion or exclusion of a specific purpose from a project ^ 
programme 

Analysis of jcstutoation 

In Bummary, project is properly formulated and economically justified 

(i) the project benefits exceed project costs, 

(t») each separable segment or purpose provides benefits at leaat 
equal to its cost; 

{Hi) the scale of development is such as to provide the manmiiia 
net benefits, and 

(t») there is no more economical means of accomphslung the unu 
purpose which would be precluded from development if ttn 
project was undertaken 

COMPABISON OF PBOJEOTS 

The relative economic desirability (exclusive of consideration of 
intangibles) of a number of projects which have been properly 
formulated is reflected in their respective ratios of benefits to 
costs. 


X Analysis of the Thai Project 
FINANCIAL ANALYSIS 

Method of analysis 

As pomted out earher, the Thai Project consists of four parts, nameJj, 
(1) Irrigation, (2) Roads, (3) Forestry, and (4) Colonization. Due to thel&ek 
of complete information, only one phase of the project colonization can U 
analyst 

In the farm analysis, the gross annual income from production s 
compared with the annual expenses and the “Farm Return—Farm Cost 
ratio” was calculated 

Pnoes used for the calculation of costs are the prices mcurred wha 
the project was first begun. Pnces used for the calculation of benefits refled 
the average current level. This level or higher is presumed to prevail ovei 
the next 20 years period covered m the cost analysis. Generally as trend 
of using prices might be anticipated foi the area which will have a tendency 
to improve the benefit coat ratio over that determined. 
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pj^ily labour was charged to the farm at the going rate for outside 
liboor. 

„ . ai'craRe capital investments were charged interest at the rate of 
t per aMum. Depreciation was charged on the buildings at che 
2 per “^it, on ballocka 10 ptsr cent and on implements 20 per 

wi 

V rm Relvm to Farm Cost Ratio —The farm return—farm cost ratio is 
illitient of the respective annual values of farm returns to farm costs, 
* ksn indiofttion of the relative ability of the project land settlers to repay 
loans The formula for determinmg this ratio was as follows — 

Tota l Fai-m Returns 
Total rarci Costs 


The ratio then 


becomeB 


Rs. 1,400 _ g3 ; 1 


Ra. 770 


Repxymbut ABIUTY 


He farm retuni^farm cost ratio of 1 S3 ; ] abov^e, is one indication of 
(jif repayment ability of the farmer and indioates that for every rupee of 
oat, the farmer will have a return of 1 83 rupees, or the return of cost plus 
83 per cent However, although the farm return farm cost ratio indicates 
iictamof 83 per cent above cost, it does not indicate the real ability of tlio 
hniM to repay his loan, allowances must be made for family mamtenanoe. 
flm TO estimated to requiie Rs. 440 per annum. 


Calculating the repayment ability of the farmer with allowances for 
f amily maintenance would require the following fonnula:— 

To tal Farm Return and Family Labo ir 
Total Farm coats and Family allowances 
Rs. 1,580 


The ratio then 


becomes 


Rs. 1,210 


= 1.31 : 1 


A ratio of 1-3 : I indicates the farmer still has ability to pay for his 
ban after all farm costs plus allowances for family maintenance. 


RSPAYMEBT SCHEDULE 

Although many schemes are available to amortize or pay off farm loans 
4efollowmg is but an illustration of how the settlers in the Thai Area could 
then loans. 

You will note in the schedule of payments that the implem'ents are 
[bkI for in the first year, the bullocks at the end of the third year, the bund¬ 
le by the end of the 7th year, and the complete loan at the end of the 
myear. 

You will also notice that the largest payment on prine pie and interest 
IS ito. 190 occurring in the first half of the fourth year. Each payment on 
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^irinciple and interest is reduced each six months and the final 
amounts to Bs 127-8-0. 

This repayment schedule is not to be taken as the schedule pcoetJ 
for the Thai area It merely serves to illustrate one method that can be? 
There are many other methods. _ The ]ob of you students as plannen 
to make out the beat plan for a particular project There is no one bei 

for all projects but there is a best plan for each project. 

Justification of the project 

It IB anticipated that the total cost of the overall project, ini 
irrigation, roads, forestry and colonization will approximate Rs- 30 
and it 18 thought that over a period of years it will become a paying ptops_ 
tion and give a 4^% return on the capital cost Bro m the government 3 
of view therefore the project is justified, for not only will it assist in 
settlement of large numbers of refugees, but it will also be financially b 
as well In addition to this aspect, however, is the effect that the sc 
will have on the economy of the Punjab as a whole. As already indiiatel 
somethmg hke 1,500,000 acres will be grown with foodgrains and other cwpl 
It 18 estimated that approximately 1,000,000 will be grown with foodgrainTI 
chiefly wheat, which on the basis of an annual production of 400,000 totjl 
will be worth approximately Rs. 10 crores at Rs 260 per ton—the preawl 
price. In addition it is expected that 260,000 acres will he grown with cot I 
ton which, at 10 maunds of seed cotton per acre, will give approKmuUli| 
136,000 bales of cotton and 1,300,000 maunds of cotton seed, worth slighti il 
more than Rs. 6 crores together Finally the balance of 60,000 acres wil 
probably be planted with sugarcane, which at 150 maunds of cane psl 
acre and at a price of Re. 1 per maund will be worth approximately Bs lil 
lakhs. 

In addition to the financial aspect of the project referred to above is tin 
fact that after allowance is made for the requirements of the cultivator tlii| 
exportable surplus of foodgrains of the Punjab will be increased by ap¬ 
proximately 300,000 tons, and that the cotton production will be increasei 
by approximately 12%. The sugarcane will of course be consumed locaEj] 
and thereby reduce imports of sugar. The economic effect of the projeti 
on the economy of the Punjab is therefore regarded by the Govemmeni 
as favourable 


COSTS AND RETURNS FROM A IS ACRE FARM ON SANDY LOAM SOlU 
(tt) Capital Investment — 


A. 

16 acres land at Bs. 160 


Bs. 

.. 2,250 

B. 

House and cattle shed 


.. 1,000 

0 

Implements 


100 


Bullocks (2) 


400 


Total Capital Investment . 3,760 
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ji, Cash, costs — 

Bs. 

Eb. 

1 , Interest on average capital at 4% 

90 


2 Seed 

100 


3 Feed (concentrates, gram) 

100 


i Water+Land revenue-i- Be, 1-2-0 (land 

revenue) 

95 


6. Tapes (owners right) at Be 2-8-0 

30 


6, Repairs (implements) 

25 


7 Bullock (shoeing, veterinary, etc.) 

24 


8. Miscellaneous at 10% of cash costs 

46 


Total Cash, costs .. 

510 

510 

B. Noii'Cash costs — 

9, Depreciation— 

(a) Bullocks at 10 years 

40 


(5) Repairs, buildings, at 2% of cost .. 

20 


(c) Implements, at 5 years 

20 


10. Family labour, 120 days, at Be 1-8-0 ., 

180 


Total Non-Cash costs 

260 

260 

C. Total Annual Costs 

• • 

770 

dross Annual Income — 

A. Crops — 

Rahi Crops — 

11 Wheat—6A at 10 mds. = 60mdB x Bs 8 

480 


12, Gram (used as feed) farm value ,, 

72 


13. Oilseeds—lA at 8 mds,=8 mds. x Bs. 16 

128 


14 Fodders—lA (used on farm) 

•. 


Total Babi Crops 

680 

680 

Kharif crops — 

16 Fodders—1J A (used on farm) 



16 Ground nuts—lA at 6 mds x Bs. 16 . 

80 


17. Cotton—2A at 6 mds. = 12 mds. at Bs, 26 

300 


18. Sugarcane—J A at 46 mds. eur=34 

mds X Bs 10 

340 


Total Kharif crops 

720 

720 

B. Total Crop Income 

1,400 
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Bs, 

(rf) NH Farm Income — 


19 

Total crop income 


20 

Total Annual Costs 



Net Farm Income 


Income — 


21 

Farm privileges— 



{a) Fruits and vegetables 

120 


(b) House (value of shelter) 

60 

22. 

Value of family labour 

180 

23. 

Net farm income 

630 


Total Family Income 

990 

Allowances —(2 adults and 3 children) 


24 

Wheat 15 mds at Rs 8 

120 

25, 

Vegetables, fruits, pulses, etc 

60 

26 

Clothing, etc. 

180 

27 

Medical expenses 

60 

28 

School 

30 


Total Family Allowances 

440 

nenl 

Capacity — 


29 

Value of family labour 

180 

30 

Net farm mcome 

630 


Total 

810 

31 

Family Allowances 

440 


ft 


Repayment capacity 


370 


WOTM—1. 

2 . 

S. 


Ta*ee ore paid on only 12 scree of crop- 
Wogee for I luUook shoeing, eto.. paid in kind. 

Intoreet of Ra, 30 worked scoording to proposed amortiiation sohem*- 
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POSSIBLE REPAYMENT SCHEDULE 


TeW! 

Loaji 

Interest 

Principal 

Total 

payment 

' 

Bs. 

Ba. A p. 

Bs 


Bs. A. p. 

ietyear 

3,760 

160 0 0 

100 

Implements 

260 0 0 

^jwl/2 

3,660 

73 0 0 



173 0 0 

&ilfe«r2/2 

3,660 



Bullocks . 

171 0 » 

Srd year 1/2 

■sa 



169 0 0 

Ik) ye« 2/2 

3,360 

1 67 0 0 

■ 


167 0 0 

ttbyeu 1/2 

3,250 

65 0 0 

125 

■V f 

190 0 0 

Hi year 2/2 

[3,126 

62 S 0 

125 


187 8 0 

Khyear 1/2 

3,000 

00 0 0 

125 


186 0 J 

{th year 2/2 

2,876 

67 8 0 

126 

- Buildings ^ 

182 8 0 

♦lijwr 1/2 

2,760 

66 0 0 

126 

180 0 0 

Ish year 2/2 

2,826 

62 8 0 

125 


177 8 0 

Hi year 1/2 

2,000 

60 0 0 

126 


176 0 0 

24 year 2/2 

2,375 

47 8 0 

125 j 


172 8 0 

Ilk year 1/2 

2,250 

46 0 0 

126 ■ 


170 0 0 

Ilk year 2/2 

2,128 

42 8 0 

126 


167 8 0 

Btkycar 1/2 

2,000 

40 0 0 

126 


165 0 1 

9tk year 2/2 

1,876 

37 8 0 

126 


162 8 0 

lith year 1/2 

1,760 

35 0 0 

126 

l-and 

160 0 0 

®k year 2/2 

1,626 

32 8 0 

126 


167 8 0 

lia year 1/2 

1,600 

30 0 0 

126 


166 0 0 

liti 2/2 

1,375 

1 

27 8 0 

125 _ 


162 8 0 


eotUd . 
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POSSIBLE REPAYMENT SCHEDULE—cmcU. 


Years 

Loan 

Interest 

Principal 

Total 

Psymaa 


Ra 

Be A. 

P, 

Be. 



12th year 1/2 

1,260 

26 0 

0 

126 ' 


r 

IW 0 1 

12th year 2/2 

1,125 

22 8 

0 

126 



147 8 1 

13 th year 1/2 

1,000 

20 0 

0 

126 



145 0 ( 

13th year 2/2 

876 

17 8 

0 

126 



142 8 1 

14th year 1/2 

760 

16 0 

0 

125 

[ 


140 0 1 






^ Liand , a • 



14th year 2/2 

625 

12 8 

0 

125 



137 8 1 

15th year 1/2 

600 

10 0 

0 

126 



135 0 

16th year 2/2 

376 

7 8 

0 

125 



132 8 

16th year 1/2 

260 

6 0 

0 

126 
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16th year 2/2 

126 

2 8 

0 

125 , 


- 
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THE COST AND BENEFIT ANALYSIS OF THE PROJECT 


As indicated to you the ]aat time the class met, the thmg to do m 
examimng a project is to make a first approximation of the project on papei 
and then submit it to the planners responsible for the project. This U 
been done and the project was submitted to the Chairman of the Thai 
Authonty. 

The Chairman of the Thai Authority has redrafted the project m temu 
of Costs and Benefits and his calculations are as follows ; 

I.— Primary Project Costs ; The Primary Project Costs of the Thd 
Development Project are the value of the goods and service (land, labonr, 
and matenals) used for Equipment (Establishment), maintenance and 
operation of the Project The capital costs or materials required to set up 
the Thai Development Project (as distinguished from the Thai Irrigalm 
Project and the Thai Roads Project on which expenditure is account^ foi 
separately, and is not included m the accounts of this Project) are as follows. 

1. Cost of acquisition of land. The Scheme for the Development d 
Thai Area makes provision for cost of acquisition of 600,000 acres of land 
at Rs 40 per acre This was based on the ordinary law of acquisition d 
land in Pakistan. The ordinary law of acquisition has, however, bow 
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. /fhal Development Act, a special law promulgated m 1949; 

raided by appended to that Act. This amendment ensures that 
get no more than the capitalised-value of the net annual 
V h they derive from the land, and therefore, excludes potential 

ill nniiftTiied investment accruing from the execution of the 
jjjiA or tne „ 

5 ^ pioject Hence the 

Biafew^ of Ka 


cost of acquisition of land would be reduced to 
15 per acre, as against Rs. 40 per acre provided for the 


(In thousands of nipeea) 


The cost of acquisition of 600,000 acres at Ks, 16 
per acre would therefore be 

3 Breaking and Development of land. This includes 
^following 


(a) Capital cost of tractors 


6,324 

(J) Operational charges including 
Fuel, Lubricants & Salanes of 
staff 

11,092 

(«| Maintenance and repairs at 
pet cent of the capital cost 
machinery 

60 

of 

3,162 

{d\ Miscellaneous and unforeseen 


1.662 


9,000 


22,140 


3 , Construction of houses for peasants and artisans ,. 

i. Community buildings and service m the rural areas, 
Belcdiug creteivays water supply 

S Construction of markets and provision of service in 
Brbsn areas including cost of sewage and water supply 

fl. T. D A Buildings and storage bms 
7, Advances to settlers 
S, Ammal Husbandry Scheme 

9, Health and Education 

10, Afforestation 

11, Operation charges: 

(a) Salaries and contingencies 

(h) Maintenance of T D A buildings 
at \% of capital cost of item (6) 

(e) Depreciation at lj% of item (6) 


7,660 

640 

1,620 


34,800 

12,600 

34,400 

3,600 

18,398 

4,287 

4,379 

11,000 

9,820 
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II.—Interest charges i The total expenditure on the project is 
estimated at Rs. 164,424,000. The funds to meet the expenditure 4 
bo raised as follows ■— 


Grants from Provincial Government 
Grant from central Government 


Rs 


Current Income, 1950-61 .. 332,000 

1951- 62 .. 2,352,000 

1952- 63 .. 16,012,000 

1963-54 .. 17,435,000 

1954-65 .. 9,490,000 


Loans 


Ri, 

18,322J® 

10,421/«| 


44,821,OOt 

ai.oeonis 


Total 


184,424/®! 


It 18 intended that the loan should be repaid within 25 years from thrdsii 
of that loan is taken. The average interest charged by the Central Govern, 
ment on loan is 2 to 3 per cent For the purpose of calculation, however, 
a rate of interest at 4 per cent la assumed The average loan mveatmnii 
for the 26 years period may be calculated as follows •— 

(o) 91,060,000 -r 26 years = 3,642,400 = loan 
investment per year and the amount of loan 
m the last year 

94 792 400 

(6) Rs 91,060,000 pliis Rs 3,642,400== — = 47,351,20(1 

^ average Imi 

investnifflit, 

(c) Rs. 47,361,200x4 per cent= Rs 18,94,048 mterest 
per annum chargeable to the project, 

(d) Total interest chargeable on a period of 25 years 
would be Rs. 47,351,200. 

111.—^Total Costs : The total costs of the Project may, therefore, no* 
be recalculated as follows : 

{In IhouMnii 
of rupta] 


A —Capital Cost 

1. Cost of land . 9,000 

2. Cost of tractors .. 0.324 

3. Construction of houses for peasants and artisans 34,800 

4. Rural community buildings and service .. 12,600 

6. Urban buildings and service .. 34,400 

6, T. D. A, buildings and storage bins . • 3,600 
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[In thousands 
of nipus ) 


7 yvancea to settlers . 18,398 

8 Animal Husbandry Scheme .. 4,287 

9, Health and Education 4,379 

Ifl Affore'^tation ■ 11,000 


Total 138,788 


B,—Mainteiienace and Depreciation 

] Maintenance cost of tractors at 60% of capital cost 3,162 

2, Maintenance cost of T D A buildings at ^ % per 
annum for 30 vears and depieeiatioii at 11 per cent 
per annum foi ‘30 years 2,160 

Total 5,282 


It vnll be observed that maintenance has nob been prov ided on machinery 
ather than tractors such as Transport Machinery This is because the cost 
d transport units will be met from the cost of works on w Inch the transport 
II used Similarly, maintenance has not been provided on physical struc- 
tareaiid equipment other than T. D A buildings Houses for peasants and 
artisans will be sold to settlers who will be responsible to maintain them 
Under the provision of Thai Development Act when any works or services 
«e completed they are handed over to the local authorities w’ho are bound 
by the law to maintain them The cost of such works or service may also W 
recovered from the local authority concerned under the direction of Govern¬ 
ment Similarly no amount has been provided for depreciation, and no 
iredit for the value of physical structure or machinery has been taken on the 
hmefit side. 


C—Operational Costs 
1 Operation cost of tractors 
2. Other operational costs 
1 Unforeseen and Miscellaneous charges 


(In thousands 
of rupees) 

111,092 

7,660 

1,562 


Total 20,314 


1) —Interest thargea on loan 
R(mpilulatu)n—The total costs of the 
therefore 


47,361 

Thai Developimeiit Project nould 


1 Capital cost. 

2. Maintenance and depreciation 

3 Operational costs 

4 Interest charges 


(In thovaanda 
of rup' s) 
138,788 
6,282 
20,314 
47,351 


Total 


211,736 
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IV —^Benefits 

follows • 


The benefits of the Thai Project may be set down ^ I 


rujm] 


1 Sale of land (rural) 

Interest 

2 Sale of land (urban) 

3. Recovery of expenditure on peasants and artisans 


69,40ft 

29,36(1 

21,080 


houses . 34,800 

Interest 4 , 17 q ] 

4. Recovery of advances to settlers— .. Ig’ogj 

Principal Interest . 1,542 

5. Income from afforestation ,. 11 , 00(1 

6 Income from Animal Husbandry .. 843 

7. Recovery on account of cost of sewage and water 

supply in urban area— .. 18,732 

Principal Interest . 10 48ft 

8 Giants in aid Provincial Government . 18,322 

9 Grants-in-aid Central Government 10,421 


Total Benefit . 238,851 


V ^Beneflt'Cost Ratio Comparing the total benefits to the toW 
costs, the benefit-cost ratio of Thai Development Project indicates that tlie 
benefits are greater than the cost Dividing the total benefits by the toll! 
cost, we get a ratio of benefits to costs of— 


Total Benefits 238,837 _i ,, , , 

Total Costs .. 2117735 

The above ratio indicates that for every rupee of costs, the benefit will bs 
Rb 1 13 It will be found that the Thai Development Project is a self 
liquidating Project The economic benefits to Pakistan are however greater 
than that indicated by the ratio of benefits to costs. 

(Chatman Thai Development Authortty 10-1J-5&) 
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methods of ECONOlilC FORECASTING 
I Need for Forecasting In Project Appraisal 

FOBEOASTINO 13 INEVITABI-B 

t Mtunating the income which a typical farmer will he able to earn 

“ “ j. have to determine both the quantity of various products 
u*n^ve available for sale, and the quantities of production goods ho 
“ to buy We alro have to eat mate the pi ices he wiU probably obtain 
fo^^tton wheat, or nee, and the prices he may have to pay for plough, 
r feed'or the wages for labour he will be hiring. In making the 
fcjTest'mates that you worked out last week with Dr. Taylor, you used 
prices only. But when jmu use current prices in working out ra- 
^over the next one year, two years, five years or ten years, you are 
that the prices then will be the same as they are to-day. That is 
ooIt 1 rough first hand approximation. Actually prices are alivays chang- 
M Future prices will probably be higher or lower than now, Yon there- 
^ b&ve to study the question of how prices are likely to change, as weU 
ai That the cost of construction will be and what the production will be 
U physical terms. 

A second point equally important is forecasting the ph\sical require¬ 
ments for a project. In deciding how to build a port, you have to decide 
the capacity of the port, the number of wharves to he built, the size and 
w^ht of the unloading cranes to be installed, and the capacity of the rail- 
rwd track. 

These depend again on how much volume that port la going to handle. 
If you build It too small, it may limit the development in the region. If 

5 build it too big, it mav mvolve a heavy excess capital and eventually 
operating charge which may become a burden As Dr Lund pointed 
out, in deciding how big the Chittagong Port should be it is necessary to study 
(he question of how much jute the region should produce and export In 
apandingthe Port of Karachi the question would be involved, what is likely 
to be the future traffic in wheat and in cotton and in imported goods. 
Forecasting the future volume means economic forecasting, i e,, to find 
mi judge from the evidence and information available now what Is likely 
to be the future development. 


Basis fob fobboastino 


Is there any scientific basis for forecasting the economic future! If 
to u no scientific basis then it is an impossible job and vou might as well 
do It the way of many businesam n and farmers do, which is to make a rule- 
of thumb guess 


What 18 forecasting and how does it work? Forecasting simply means 
^atme te-dav what will prohahlv hanpen m the future. We are all fore- 
t u • ^ morning to wear a coat, because 

- " V *^0 be a cold dav, you are forecasting the temperature, 
iny c unate, you decide to take an umbrella or carry your rain coat. 
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you are forecasting rain. If when going on a journey, you decide to 
cool clothing or warm clothing with you, that decision is based onforeou 


Even enginters muft J&recaat When an engmeer builds s 
forecasts that the material and the design he is using will have the 8ti3 
to carry the load for which the bridge is design^. The same is tni^l 
an architect or a builder builds a house The size of the beams andi)l®t| 
he puts m the roof and in the floor will determine how much load itrfl 
carry. Those decisions are based on studying the strength of the matagl 
and on mathematical and physical rules As someone has said 
bridge across a river is carried in the hand of the physical fonimlEe iniS 
mathematical equations which the engineer works out. The engiMo J 
plotting his equations and analysing the strength, is forecasting the veiil 
it will carry. Dr. Lund mentioned the other day many of the manSI 
structures still standing here several hundred years old Stnictuies w 
thousands years old are still standing m Greece or in Egypt, even tlwl 
to five thousands years old Such structures are monuments to the 
of the engmeers and architects, who long ago found out the strength of fc' 
materials and found out how to put them together so well that they hsj 
lasted ever since and carried the load. \ 


But even engmeermg forecasts are ngt 100% perfect An engisa! 
may figure how much water a dam will stand or how much water a csit 
will carry, and an unusual flood may wash it all away Even withalife! 
scientific engmeenng experience in the United States, we had a great a®* 
pension bridge collapse just about two or three years ago The bridge m* 
strong enough to carry the load, but with heavy wmde against it, thebriiip| 
start^ vibrating sideways and up and down and collapsed It was» 
of the longest in the world. A new one was built after studying how h 
build that type of suspension bridge so that it could stand the wind pm 
sure as well as the weight So even engineering forecasts are not yet HI0\ 
perfect. 

Weather forecasting is another example. You know m the finite! 
States and in many other Western Countries, we have a “monsoon" nm 
of the time The chmate may change any day, almost any time of fel 
year, and our weather is about like during the monsoons here It doesiif 
rain all the tune, it may ram one day and be clear for two or three dsti 1 
then it may rain for two or three days more, or the temperature mayral 
suddenly or fall very suddenly. Weather forecasts are, therefore, very ■ 
portant. They are important to farmers who are planting crops, anili 
many agricultural and even industrial programmes. In weather buK« 
scientists all the time ate studying records of the weather, of the tempi- 
ture, the rainfall and the snow They have developed by analysing it 
movements of the temperature and the rainfall and the air itself, i* 
science of meteorology. They send balloons to high altitudes all otm & 
country and radio reports come back from those balloons of what’s h»pp» 
ing up there. They are gradually improving the methods of foreoisiiiij 
the weather. Daily weather forecasts are issued saying for the next (hi 
whether it is going to be hot or cold, whether there is going to be s f(| 
whether it is gomg to rain or snow or whether it is going to be cloudy or Emiy 
These weather forecasts for one or two days ahead are now generally ik®! 
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«fto/ aeourftte. They are never perfect. Sometimes there are 
Mrms when they said it was gomg to be a perfectly clear day, some- 
tlundersw™ forecas't heavy ram instead it is a sunny day. But most 
hW three times out of four, they are correct Recently they have 
^ the tune, methods of telling the weather even several days or weeks 

'*®‘',i'^''weatlier forecasting is a mueh more hazardous activity than 
• e forecastmg. The strength of materials stays just about the 
don’t have a continually changing environment when you are 
engineering With the weather you have a continuously ohang- 
S**^niMnt. Yet the weather forecasters have learnt by taking first 
^ ^Lnt conditions, second the previous changes, and third what in the 
happened after conditions like the present, to make pretty scienti- 
of the future. 


Emmie forecasting is in many respects like weather foreoastmg 
. involves all the relevant facta about the present situation and about 
the w&y in which the situation has been changing Many times you have 
to Uke into account political facts as well as economic In foreoastmg 
Kjonomio developments, somewhat the same technique applies as in weather 
forecasting of judging future developments from present conditions and 
past experience. 


FOEHOASTING OHNERAIi BUSINESS CONDITIONS 


In general, economic forecasting in the past has included two dif¬ 
ferent kinds of forecasting One type was called General Business Cycle 
Analysis, especially for highly developed economies like the U S. and 
D. K. but also with significance for the less developed economies It 
corers changes in price levels, profits, and all of the different things which 
rwe mvclv^ in what was called the analysis of Business Cycles. Those 
of you who studied economics know it was started by Henry C Mitchell 
about 36 years ago It involves trying to forecast the future changes in 
general business conditions. Harvard University research workers be- 

S n issuing general business forecasts about 30 years ago, and the Babson 
ititute for a long type issued general business forecasts. The Harvard 
forecasts were based on analysis of the trends, cycles and critical turning 
points in various economic series. The forecasts they made over a long 
pwiod of tune were about half right and half wrong You could have 
done just as well by throwing up a coin, 50% right and 60 % wrong. The 
Babson Institute made their forecasts on a somewhat similar basis and 
their forecasts were also about 60% right and 50 % wrong The early general 
bnsinesaforecasting did not prove to bo very accurate. In the years since 
World Wat II, a new method of general economic forecasting has come up 
baled largely on the Keynes theory of economics It might be called fore- 
casting investment and savings. Nearly all countries m setting up their 
general economic programmes, now use that method to a greater or lesser ex¬ 
tent, such as in the annual economic survey of the United Kingdom and the 
•Mual forecasts of Canadian investment and business activity. The U S. 
Oounoil of Economic Advisors in publishing a quarterly Economic Report, 
use fundamentally the same method. The method has not been in us# 
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long enough yet to have any final judgment, but it has boon „, 
results It certainly is a much more scientific method than^the 
studies of cycles and trends, and is beginning to give hope that tKoe^''" 
level of hufaincss activity and employment can be forecasted and even ' 
rolled on a leasonably scientific basis, in countries which have the 
sary information about their economic systems 


Forecasting commodity situations 


Thoro is a second method, which might be callod Commodity Situation 
Analysis In the U S prior to the Agncultural Control methods itiaum 
rated by President Roosevelt, farmois producing pigs were very hkelv tn 
expand production whonover prices wo’e high, and they weic making lu 
profits, and to roluce production g-eatly -whenever the reverse was ttM 
Booaufao of the time necessary after breeding for gestation and for fceinj 
the young p>g.i, it usually takes a year and half to two years between He 
time the ia.mor decides to grow more pigs and the time marketings are 
affootod. As a rosult of that, the sequence of pig production in the U, S 
ovfii msny years followed quite a regular cycle, moving up and down with 
peaks three to four years apart Generally pig prices followed nrevene 
cycle of about the same length. When we in the Department of Agncul 
ture went oi t to talk to farmers in the early twenties about their plain fci 
the lutui 0 , I always started by saying that when a farmer plans tho pro 
duotion for next year, ho usually assumes that the prices next year ar« 
likely to he the same as prices this year. If he has made a big profit tku 
year, he grows more of the thmg.s on which he has made a profit, iflio hsa 
made a loss, ho g, ows less of the things on which ho has made a loss Anl 
I also told thorn that the only thing we know from the past is that prices neit 
year are going to be different from what they were this year 


A groat deal of work has been done in the Department of Agriculture 
and m the agricultural colleges in the United States, with similar work la 
other countries, on the way m which production affects prices Price-i were 
related to production, and to carry over from the year before In tlie cw 
of cotton, both the production in other countries and tho level of demand 
as mdicateJ by business activity were also found important Studies wett 
also made of the extent to which producers responded to price chargw 
and what the most likely future production was going to be Crop eAi 
matmg methods were improved Farmers were asked, for example not only 
“how many pigs did you raise this years*” hut also “how many pigs have 
you farrowed this spring, which will be coming to market later*” or “Hof 
many Cows have you biesd for farrowing m the following spring?” "Hof 
many sows do you intend to bread next year*” From the resulting data ff 
could judge not only what faimers had done and wore doing, but what 
they mtended to do m the future 
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Outlook reports —U, S, 


Bfgmning in 1922, the Department of Agriculture started publishing 
jDjiual Outlook Report, 'which took up the economic situa- 

yncfigticulture, commodity by commodity, appraised the last crop year, 
ji^vs«d what had happened then and which way supplies and demand 
TSit changing, and forecasted what was most likely to happen next year 
Ejlrcquontly the year after that The forecast was carried as far for- 
ord as was necessary to give farmers a guide in planning their production, 
ffisjear ahead for annual crops, or two years to four years ahead for long 
■^'productslikepigs or beef cattle. We knew we were going to be wrong 

furtofthetime, but made the best judgment of the future we could The 

lit publication of the Agricultural Outlook Report was in 1922 It was 
r.Bsdeted too dangerous then for a public agency to make economic fore- 
rjits, 80 after the Department had organised all the material, it called in 
11 group of technical experts in the fields of economics and agricultuial 
Iwmmicsand asked them to -write a report and sign it over their names 
liter the first report was put out on the authority of these visiting eoo- 
s auBists, we found it had worked out pretty well It was done by the Da- 
f pulirent itself thereafter Among the experts called in 1922 to write 
I iilfint Agnoultural Outlook Report was a young magazine editor who had 
filijeaiotofworkonBtudyingfarmpncoB, Henry A. Wallace, who later 
1 kimeSecretary of Agriculture and then Vice-President of the Umted 
f stites 


i These Outlook reports have been issued annually or semi-annuallv 
jwemce A oonferenoe is held m Washington each year of people from 
, (lover the coufltry, state officials and national officials, to consider the 
1 ^iW, and with to disouss the report The accuracy of the forecasts 
.^ var^ between 85 and 90% of the commodity forecasts right 0 ^^ 
hufing the same period that attempts to forecast the General Busi- 
, Mc}jls were at working at all, these attempts at forcecasting individual 
situation were workmg It is easier to forecast wh^at wirw 
cornmodity, withm the general economic frame- 
' '^ere is thus not what is going to happen to the economy as a wh ole. 

^ body of experience of over 30 

™al Agricultural Outlook rZA ® f if m your country, copies of the 

erVain Te ?o“s ^ Agricultural Outlo^ok Charts 


Other outlook retorts 

sitlook 8 tatement 8 ^*^^p^^ similar agricultural 

»nal field what has B ^he inter- 
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extending, provides part of the basis. Beginning two years ago p ^ q | 
ted issuing an annual World Agricultural Outlook Report The dalaf !i 
world are much less complete than for the U S or IJ K , and comm- | 
situations are very different firom country to country, which makes UmI 
more difficult The first of these World Outlook Reports, prepared m ^ 

was considered by the P A 0 Conference that year, but was’iitnultk I 

culated In 1949 we published for the first time a World Outlookp-J 
(Curient Outlook for World Demand and prices of Farm ProductsF*! i 
Washington, August 1949 ) This forecasted economic situatioasfo. t 
next two years ahead around the world, and also appraised prospect, i 
the major agricultural commodities for a year or two ahead (ff , 
Outlook for individual commodities, F A 0 , Washington, AngUst lie ^ 
That was published in two different volumes, and was discussed b', i 
F A O pre-conference regional meetings held last year The d' ' 
pore meeting, which I attended as a representative of the Economics h ^ 
Sion, discussed this economics outlook, both by commodities and in ^ b 
ral Just before I came on this present trip we just finished the 
Agricultural Outlook Report for 1950 i 
Long-term forecasts needed —So this is some of the information m , 
18 available to countries in doing the economic forecasting needed f.ii ; 
praising your development projects It does not give you every tt - 
you need You need to know not only about what economic andir,»-i 
conditions are likely to be in the next year or two, but also what are lil, 
to be the developments over the next 10, 15, 20 years or longer In, j 
sequent lectures I will try to bring m factors which must be coneidet'ii 
studying longer term plana Taking cotton for an illustration, the c,, 
tion which Mr Lund raised, How much cotton should the Pakistan pk ' 
grow* (or) How much nee should Burma plan to grow* How much st ’ 
you plan to grow for export as well as for domestic u se in the country? t 

These all involve long-term considerations. ^ 

Question —Can unpredictable mcidents or unpredictable items bu ' ^ 
war or diseases or say drought be taken into account or will thev tL i 
your forecast out* f 

Answer —Obviously, like the effect of an earthquake on a buiJf ' 
any forecast may be completely destroyed by a change m environn J 
Many forecasts went wrong when war broke out in 1940 A numk , 
forecasts went wrong the summer of 1950 when the Korean host;' ' 
started In dealing with those one has got to try to make the beat 
isal you can, of the possible economic sigmficance of world pohtieal sitoiti , 
Our own Agricultural Outlook in F. A O in 1950 had to be completely a 
ed after the Korean war started The enormous increase in the Amen ^ 
armament programme is going to produce economic consequences, ^ 
the next two or three years regardless of how soon the fighting 6tc[< 
Korea Of course if political conditions materialise to the point ffi'- | 
III World War breaks out every thing will change We know frofl' 
perience in two World Wars, that in a World War all business and all* 
nomic activity is subordinated to military activities, and war econ't 
are set up m every country No one can say whether another World '' 
would last several years, or be over m three or four weeks because cl 

‘World Outlook and State of Food and Agriculture, 1930, FAO, October, 1650 
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the Atomic Bomb. K a World War does come again, every- 
fffeot ot tn completely changed from what we are seeing now. 

thing 15 Qjj Ijfe rather than death. When anybody builds a 

"“h” Swavs expects he would be there next year or else he would not 
t Since an economy has to count on life instead of death, we r Iways 
h nine that wars can be averted If they do come, then we will have 
^ them into account You can never tell when disease is going to 
Tout or when a flood or drought will occur, but you can tell from a 
tT of the past how often they have occurred You will see later when 
”^Lod experts lecture, how they can forecast the frequency of disas- 
floods from a study of the past frequency and intensity of high rain- 
fllls and tifih waters The fact is that where you do have a large vari- 
UitT of what may happen, you have some experience in the past of what 
St wiabihty has been, and you have to study that and take that into 

aKOont, 

Owah'on—The question is raised as to the relations between the 17. S. 
Commodity Credit Corporation and the U S Department of Agricul¬ 
ture 

.iMWcr—That is quite a large issue Actually the C. C C is a 
bureau wi thin the D. S Department of Agriculture It raises an impor¬ 
tant point Since the evolution of economic control measures in the Unit- 
fd States, we have to consider in economic forecasting not only what are 
tie prospective economic conditions, but what are the regulations in respect 
of minimum prices or the level at which loans could be estabhshed. This 
h true of agricultural control measures not only in the U. S but also in 
many other important countries. TheNew York Times just a couple of weeks 
ajo reported that there will be no control at all of cotton acreage or pro- 
(iuclion in the U. S. in 1961. That is a very important fact for cotton 
growers m other countries. Many important economic developments 
are reported m daily newspapers, and if you read them regularly you are 
bound to get information which is useful for the sort of work we have been 
diacUBsmg this morning. 

II Steps in Analyzing Price Behaviour— Demand 

The problem of forecasting the future demands for cotton la simply 
one illustration of the kind of problem which requires economic forecasting. 


Selecting basic data 

In deahng with this problem, first you must record the basic data 
(figures) from reference books. You copy them down, make a table of them. 
You may take figures from several different pages or sources and assemble 
them on the same sheet. One page might give you. the production each 
year m your country. Another might give you the consumption of cotton 
each year in yoiir country A third might give you the amount of exports 
each year. Another might give you the world consumption. Each one 
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of these figures would he put down in your table; giving the data, for as 
years as you are able to get them for or as many as you are intereated la^' 

One important point in recording the data is to put down on tin t- 
table in which you enter the figures, the sources from which ym 
each senes of figures This should include the name and date of the 
tion you took it from, and the page number, so you can always be 2 
exactly where they came from Data can be obtained from such rcb 
books as those we have assembled in our library heie (list to be pubhahei* 
the abstract of lectures), 


Analyzing the data 

After you have collected the data, the next thing is to study 
One way of analyzmg them is by drawung a chart. After you have dnr 
a time chart, you may fit a trend to indicate the general changes thatk 
taken place m the past m that senes. Then you may relate changes in® 
senes of data to changes in another senes You may prepare a chart tl,' 
shows both changes m production and changes in prices, or changes' 
production or exports in your country, compared to changes m wor 
production or world exports 

Then yon may study more carefully just how one senes changes 
another That may involve prepanng a correlation or dot chart, like t 
one you made on potato prices and potato production, by which you tj 
tell more closely the precise way one variable has changed with changea i 
another variable You have studied these methods of analyzmg data i 
our review of statistical methods Now you will start using them i 
laboratory tools in studying real economic happenings 


Different kinds of fobecasts 


Forecasting for development projects involves three sorts of thm' 
First, we haie to forecast what is bkely to happen to the pnee and ti- 
demand for the products that are to be produced m the development pro['i' 
farm products or other products Second, we have to forecast what n !ik' 
to happen to the prices of the needed production goods, such as tract''- 
fertibzers, etc And third, we have to estimate what is likely to ha pp't 
to the cost of the things needed to build the project The last docs r ^ 
mvolve so long forecast as the others, because you are most concerned w' 
the costs ot construction material, labour and machinery, during the pen-! 
the project is being built. These costs are nearer at hand m time and n® 
easier to estimate Many of them can be determined quite accuratelv t' 
letting out contracts at fixed prices to contractors to build the stnictiirf', 
But if inflation comes along and the costs of construction nse, you nu', 
find the contractors cannot fulfill their contracts without going banknip, 
■^^even the contract prices may have to be revised upward. 
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Mbanihq of chahgb in demand 


In anr one of these items, the fundamental issue to be considered can 
be examined from three aspects. ^ Two of these relate to the balance of 
sapply, demand and price, the third relates to the structure of prices, as 
hetftMti pncen in different places or different markets The balance of 
npply, demand and price can be considered more clearly, if you break it 
uito two questions. One, what is lilvely to be the future demand for each 
product in turn* Second, what is likely to happen in the future to the 
supply of the particular item concerned. 

What does demand mean* How can you measure it* The concept 
of tlie level of demand is difficult to understand, if you have not studied 
economic theory You sometimes see m the newspapers, in market reports 
that “demand was low to-day and prices fell because supplies were large,” 
or that “supplies were short and demand was therefore high and prices 
nse” Actually a change in price caused by a change m supply, is not m 
tho economist’s terminology a change in demand The change in price was 
due solely to the ch.mge in supply, not m demand The economist defines 
demand as related to the level of the demand curve (Figure 11 
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This curve illustrates the realtionsbetween prices and quantitiessoW 
given market. Tlie prices prevailing on that market are xepreae'ta 
the vertical distances, 0 to Y, the quantities which can he sold it 
prices, by the horizontal distances, 0 to Z If the quantity avaikit* 
be purchased is small, say oc, the price will be high, as represent w’ 
distance oa. If the quantity available is large, say od, then tliepsi’^ 
be correspondingly low, say ob The dots made by the interaectionsl^ 
corresponding price and quantity lines, pi and p2 represent Drapin'^ 
these two combinations of prices and quantities The curve 11[D 
through these two dots (and other .similar combinations of pnca» 
quantities) is called the demand curve It shows the expected leW 
between prices charged and quantities available for sale on that 
As long as a change in price is due to a change in the supply offered, 
stiU faUs on the point represented by that price Supply coiubmatiaT 
the curve, the economist says there has been no change in demand-t 
same demand curve explains the relation. But if something occurs tottj 
the willingness of people to buy —such as an increase in employment u 
wages or an increase in the price of a competing product — then thehdip 
demand will be represented by a new and higher demand curve, reprwv, 
by the line I>,Dj As shown by this curve, the quantity od which p 
viously sold at the price dp2 mil now sell at the higher price dp3 Oi' 
a period with short supply, such as the quantity oc which previously Huu 
seU for the price cpl, with the new higher demand the price wiUbehiiit 
cpi 

Changes m demand thus mean an upward or downward shiftinj, 
the demand curve, so that prices become higher or lower than they othen^ 
would be for the same supplies 


Ways of mbasubing demand 

Having defined demand in these terms, the next question is, liii 
can we mwasure it^ One step in measuring demand is to examine the quuntt 
consumed in the country. For export demand, we will also want to eijniit! 
what quantity has been exported, year by year. Then we must exsmii? 
whether the changes m consumption been only such as could be explmd 
by the changes in prices, on the usual relation of price to oonaumptioa,(! 
if the price changes also reflect changes in demand. For eraniple if fc 
price has risen over a given period and consumption has also risen ow 
the period, then it is clear the demand has increased, because not oiilv te 
the country been willing to buy and consume an increased quantity, tati, 
has been willing to consume more despite a higher price. The only w 
there could be a higher price for a larger consumption, on our supply-pna 
chart, 18 for the level of the demand curve to shift upwards. 


Allowing foe pbiob-lbvbl ohangks 

One other point is the difference between nommal prices and is,; 
prices. Prices don’t always mean what they seem to. What a topf: 
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fiiaW buy m 1910 was something entirely different from what it would 
^in 19-0 or 1930 A rupee to day again has a buying power quite different 
Jjn what a rupee would buy in 1930 In addition to the concept of the 
^rket pnce, there is also the concept of the real price Real pace means 

price relative to the average cost of other things. How to measure 
lie average cost of things is difficult One way of eatnnating the leal price 
g to divide the price of the commodity under study by an index number 
siich eipresses the average cost of all products as a whole Dividincr the 
®ce of a given product by a price level of the average cost of all products 
8 called dejlaling After such division, you call the corrected price a 
"Mated" price By usmg deflated prices you can determine if the moduct 
kesme more or less expensive, compared to the prices of other products 
Slid determine whether demand is nsmg or falling m terms of the real prices’. 

This mvolves determimng the relation of consumption to the real price 
«id seeing if that relation has been shifting upwards or downwards If 
wu are usmg real prices, you also have to consider what is likely to happen 
is the general price level. Is the general price level itself going to rise or 
yi You must recognize this pomt, and indicate what assumption vou 
are making on the price level for the future 

Another approach is to study what has happened to the trend of de 
Bind, m your own country compared to that m other countries That 
Bv,lives examimng the relation of price to consumption for each country 
arisidered, or for the world as a whole. 


Allowing foe population changes 

If you are dealing ivith data over a very long period, you may want 
ti reduce the consumption data to per capita consumptioj i e to coS 
samption per head of population We know that the population ’has been 

fi Oows a pretty continuous trLd Some!i2s 4 

ji'iDetiines less rapidly If we nlot iVia tru a grows more rapidly, 

Eike forecasts by extending thLe trends population growth, we can 

an npect for th"^ “-hat we 

will also serthtt^lonsunfpTioiS^per population you 

J^ars Tn tobacco for ^ change over a number of 

widely in many countries over the last 10 ol 

Kmption of tobacco per capita has nonn nn ^ average con- 

of average columSl per Sa V 
another factor which we can promot into thn f countries gives us 

j“ 'Sr. t 
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and ui other highly developed countries is very responsive to t I 
activity When people are fully employed and are getting goodi^i 
they huy more cotton products. When they lose their jobs, when 
are very low, they can't stop eating, but they can stop 
shirts and new Led clothes, and so cotton consumption may fall vciy ra/'« 
in years ol dechnmg industrial production and declining empln™, 
Further more, cotton is the raw material for many industrial prod , '- 
Automobile tyres, convases and mduatrial belts, use large quantitia ? 
cotton, 80 changes in industrial activity affect cotton, both indiw^ 
through the income of the consumers, and directly through their ' 
the use of cotton as a raw material for mdustrial products ^ 


MBAStTHTNG THE BELATION OF SUPPLY TO PSIQE 

To measure these relations more exactly, we may make a dot Ar 
to show the relation between per capita consumption and real prices mi, 
individual country, and then determine how closely the yearly differteg 
from the average line of relationships (the average demand curve) are relief, 
to changes in per capita real national ncome from year to year, or to chsr* 
in industrial activity from year to year This gives us a way of detormitj, 
not only whether demand has changed, but also how fai the changes in d.m’ 
reflected changes m logically related factors. 

VaEUTIONS in DEMAND BETWEEN OOUNTHIES 

Another way to approach the question of demand is to consider lb 
difference in the level of demand from country to country at the same tii' 
One way to measure that is to take the difference in the quantity consur* 
per capita of population, from one country to another, and to relate ih 
to differences in income per capita and other related factors in each coar.lit 
That is particularly valuable if you were considering the question, for eias' 
pie, of how much cotton your country will consume in 25 years from iw 
If you have a development programme, for example, that should increa* 
the average income per capita say 26% in the 26 years comparing thediffc 
ences m consumptions betw rn the two countries with such differencear 
income will provide a sound basis fo estimating how much you oouM 
consumption to increase in your own country, if you are able to bringitti 
reality the increase in income that you are assuming 

Some rough data on that subj'^ct, for a few countries or rather a h 
regions of the world, illustrate this method These data are tnk''n f"' 
from the FAO report, Food and Agricultural Programmes and Outloil 
for Agriculture 1950-51. This summarizes for each region of the awll 
the production target, and the export and import targets Adding ll 
expected production for each region, end the expected net imports(t 
Bubstracting net exports) we can calculate the projected consumption i 
cotton for 1950-51 for each region Then, taking the population of eit 
region also given in the same FAO publication we can calculate u 
avearage consumption of cotton per cnpifa of population for each. Tt* 
another FAO publication (Current Outlook for World Demands 
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fForm Products, 1949, page 20) gives data on the average m- 

■" «“'■ ™S'“' ® 

The resulting comparison between cotton consumption and income 


13 as follows — 


ffT cap'« 

Region 


Africa 
jjflir East 
Far East 
Ut!n America 

Kurnpe excluding U S. o 
North America 


R. 


Est mat'd in- 
contii per capita 

1948 

U S Dollais 
*50 
*50 
*50 
*100 
450 
1475 


Proj ct d rotlon 
consump'iov per 
capita 1950 
Killograms 
0 2 
11 
1 1 
2 6 
4 6 
11 S 


•Rough eatimatea, no evact data available for this year 


The relationship an be measured more closely by a coi relation 
chart as shown In figure 2 This relation between the income and con¬ 
sumption can then be used as a basis for determining the mcreise winch 
you might expect m your country in the consumption of cotton as the 
national income increases 


FIG t INCOME PER CAPITA AND COTTON CONSUMPTION 


COnON COSUMPTION 
KILOS P6R CAPITA 
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Here you have one method of arriving at a basis of saying what cotton 
consumption may be expected to be in the future compared to to-day 

Vabiation in demand within a country 

A second way of estimating prospective cotton consumption in your country 
IS to analyse the past history of consumption Consumption in your 
country may have been rising very rapidly in the past Examination of the 
data will show you whether that is so or not If it has been, the next ques¬ 
tion to ask would be “Has national income in your country also been rising 
over the same period'!" When you compare national income at different 
times for the same country, you have to adjust to allow for changes in price 
level If the national income is twice as great, merely because prices on 
the average are twice as high, that does not mean that there is any 
real gam in income So before comparing national income at different tunes 
you have to state those m terms of real national income or deflated national 
income, as explained before You have to divide the national income as 
estimated for each year or for each period, by the corresponding index 
of prices or coat of living at the same time This gives a measure of real 
national income time Comparing changes in real national income m your 
country wrth changes in the comsumption per capita of cotton (on whatever 
else you are estimating) will give you a picture for your own country of way 
in which the consumption has changed with changes in real income You 
can thus measure the way of the demand for cotton has shifted upwards 
over time, for your own country 


Effects of substitutes 

In studying the trend of demand, whether m an individual country 
or between countries, one has to ask whether the position of the demand 
schedule, as shown by the relation of prices to consumption, has been m- 
fluenced by forces which move it up or down These may include population 
changes, changes m price level, changes in the buying power (income) of con¬ 
sumer, or in uses of substitutes When studying the consumption of silk 
in the U S , you wiU find that it will have very httle meaning unless you 
took into account not only the consumption of silk each year, but also the 
consumption of rayon and nylon. You could not necessarily add them 
up together Rayon for example substitutes partly for cotton, nylon more 
directly for silk You would find over the period, that the quantity of 
silk consumed at the same price is much lower today than pre-war, and 
that at the same time the quantity of nylon consumed was very much 
higher and the quantity of rayon lonsumed was much higher You could 
work out a multiple correlation analysis by which you could say that 
each increase of one unit in nylon resulted in reduction of so many units 
or such and such a part of a unit in the consumption of silk and that each 
unit of rayon displaces so much silk These methods give you an objec 
tive basm of determmmg what has been happening to demand and 
hence a firmer basis for forecastmg what is likely to happen to demand 
m the future 
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tltlOK 


EXAMFLE OF A SPEOFFIO DEMAND ANALYSIS 

. juat what la involved m making a atucly of this sort, even 
I fvelv brief analysis of factors affecting consumption of cotton, I 
I’*"?‘w up the data for the U S to show year by yoar, (1) the cotton 
ibf™ , jjjg u S per capita, of population, and then to compaie that 
'°*'”'onsumpfcioni per onfita, with just two othci factois, (2) the whole- 
of cotton, and (.‘I) the industrial jiroduction jmr capita To get 
„ ,63 of the cotton, oonsumption per dpita, of production per capita 
uiedeflated price of cotton, many otlior <lata were noeclcd I used in- 
‘“ipcgduction per tapi/a, rather than real national incomo per capita, 
of the close connection between mdustiial activity and cotton con- 
pointed out earlier In oidei to bring these senes together, 
Jveotiginftl items were needed (1) the market price of cotton, (2) the 
lolal oonsumption of cotton, (3) tho index of industrial production, 
1)1 population in the country, and then (5) tho average wholesale price 
lief Further when I started looking up the lofercnce books, I found 
(Mgreater complications There arc three major U S sources which 
jve you most of the U S agricultural atatistico (1) Tho annaual 
Jiilistical Year Book of the Depaitment of Agnculturo, called Agri- 
. (jlfiiwl Statistics Some of tho data ate gnen there and some 
oi Ike additional data are also given in the Statistical Abstract of the 
Ited States, of which the most recent one is 1949 Population data 
mteiyear are given in the Statistical Abstract 3’opulation data for recent 
few for every country that lias then are given in tho annual statistical 
jsrbook of the U N But when we stait cnlci mg the data, wc find that 
totton la figured on a crop year basis The statistics foi cotton m the U S 
Jill and many other oountiies relates to the cotton crop year which in the 
[f S IS taken as the beginning on the Istot August, and ending with the last 
ifjuly In 90010 tables, however tho years wore listed as years beginning 
iiJuly 1929, and in others, tho same year is shown as year ending July 31, 
IS30 You have to read your tables very carefully, to make sure exactly 
I'W(he tables are set out and then to raako sure you enter your data in 
iiifhiway as to have it all the figures in the right place But industrial 
pfoduction IS shown in a calendar year basis Now the August I to August 
Itwpyear is very near to half of tho one year and half of the next, and 
foose could make a rough estimate of it by seeing''ha the aveage price 
1mlfor the two years is That will not, howevei, alway's be an accurate 
Nliiaate, as some times prices may be low the last part of one year 
d the first part of the next 

After we get these raw figures entered, wo still have to divide consump- 
liffl and industrial production through by the pojiulation to get per 
(jp k figures We must divide prices by the index of price level, to get the 
tjures in terms of real purchasing power Only then do we have the data 
idy to see what relstion they show When tho correlation was 
jctDilly worked out for the data described as a laboratory exercise, 
il lyiis found that most of the variation in per cavila cotton consum¬ 
ption m the U S was explained by concurrent changes m the levels 
D industrial production per capita, with no significant fur'^her response 
of consumption to levels of price After allowing for the effect of changes 
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in mdusbrial activity, however, a significant long-term downward 1^) 
in the level of demand was evident, with cotton consumptiom—for the® 
industrial activity lower in 1940 than in 1920. The relatiois were worS 
out first for the period 1920—1940. When the data for the poet war 
Wire inserted, it was found that the same relations which prevailed m Ik 
yeais explained continued to hold true after the war so that post ware® 
sumption could he quite closely estimated, Icnowing tho levels ofmdustnj 
activity after the war and usmg the relations and trend line determntl 
before the war 

A parallel analysis of cacao prices and U. S consumption, made by om 
of the participants, showed a strong negitive relation between price ad 
consumption, and strong addition positive lelation between prices andlevii 
of industrial production, but with erratic movements in some years, ap, 
parently due to speculated activity causmg sudden rises or fall m prices,abon 
or below the normal relation to supply and consumers’ buying power. 

Two TYPES OF DEMAND ANALYSIS 1 

Demand can he considered from two points of view If m a given yai, 
prices of a given product are such and such, what will be the consumptim, 
in the light of that price situation and the other relevant factors Aseconi 
way of looking at the question of demand, is what is the relationship betum 
supply available and the prices. That la, if there is a total supply of bo mutl 
on the market, what will be the price resulting from that supply* Ih 
average price for the season can le talen, or th'^ average p los for lit 
period for which the supply is measured. These two sound hketii 
same thing, but when you come to deal with reaUsitic data, you W 
that they are not the aai.e thing at all These cotton data wluchlwi 
just discussing are based on the amount; actually consumed in a gi ei 
te s'ln But cjnauraption is not thisarai as pr d tion. Prnd iction, lit 
supply for the year, and the amount consumed, are three diffeteiil 


things Each season there is also the carryover from the year before, m 
the supply available each season consists of production plus carryovei 
This year for example the world is very short of cotton, but it is not neatlj 
as short as it would have been if the carryover from the last season had not 
been extraordinanly high On the other hand what becomes of that supplj 
is not the same as consumption, because in addition to changes m consumption 
there will be changes in carryover at the end of the season. The peopli 
that are going to store cotton, the speculators who buy cotton and store it 
from year to year, are competitors of those who buy cotton to snin it into 
c n products So you can have a more complicated analysis, made 
essentially by the same methods we have been discussmg, (1) of the relation 
of quantises available total or I’aptta to prices per unit, (2) the relation 
of prices to quantities consumed, and (3) of prices to quantities stored 
Each of these relations can be analysed by using appropriate data in n 
correlation analysis similar to those described earlier. 


Analysis of supply and oakryOveb tebnds 

The qnsstion, ‘what is happening to supply itself’ involves the trend 
of supply and the factors mfluetio supply. S ipply is composed 
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1 fpjoduction and ot the atooks on h'nd. S^inr-times in study ng 
It we may ask rot only what has been the trend of production, 

what has been the trend of stocks In products such as cotton 

1*“ I Qj. rubber, where the aupphea can be stored for a long 

ml of time, the appearance of a surplus of an excess of production 
^'"'^consumption, is evident over several years by the fact of a 
"'dually moreasing canyover. If the carryover stocks at the end of the season 
^ juccessively greater and greater over several years, if stocks increase 
"'t only in proportion to the total production hut faster than the total pro- 
Huotion, thsn it is clear that the world is producing more than it is consum- 
. year, and more and more of a siiipilua is piling up So that is an 
indication that there is trouble ahead for Ih t commodity. On the other 
land if the carryover is gradu ally decreasing at the same time that world 
conBumption is increasing, less and less will bo available at the end of each 
jeason. Then it is clear that consumption is outrunning production and 
(haJ that produo is in for trouble of a different kind—production is not keep¬ 
ing up with consumption, a scarcity situation is developing and unless pro¬ 
duction IB soon expanded, there is gomg to be a voi v short situation Exam¬ 
ples of the latter sort to-day aie coffee and wool. If you study the coffee data 
and the wool data over recent years you will find that for several years, the 
coiiBumption each year has been outrunning production, the reserve stocks 
and canyover have become loss and less, and in fact m the case of coffee, 
actually all the reserve stocks have been used up and none are left at all, 
except the actual necessary reserves for day to day sales In 1949, the world 
bad to cut down its consumption of coffee, it had taken up all its reserves 
aod the current crop just was not enough to go round at the previous rate. 
Ai a resu t of that forced reduction in coffee consumption, prices nearly 
doubled withm a few months Speculators and coffee producers made hund¬ 
reds of milhons of dollers, yet it was clear a year or so ahead what was 
coming, to anyone who was studying these trends on production consump¬ 
tion, and carrj'over These commodity situations which become perfectly 
clear, asauramg that you really start studymg the data, are sometimes still 
a great eurprise to everybody mvolved mcluding the traders, because 
they just have not been lookmg behind the scenes to see what was happemng. 


Ill Measuring Effects of Prices on Supply 

The price side of the supply and demand equation or supply demand 
balance can be measured in two additional ways One is to examine- 
the effeot of price on subsequent production, to determine the supply 
cuire in terms of the relation between prices at one time and quantities 
nibsequently produced A second way is to examine the effect of pneo on 
the quantity currently released for sale out of the supplies on hand 


EffffBOT OF PKIOE ON PKODUOTION 

The first approach, measuring the effect of price on subsequent pro- 
onotion, involves what the economist calls the long-term equilibrium. If 
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the price farmers get for cotton or nee are high, in most countriei % 
tend to increase production of that crop for the next year, m the cal 
of an annual crop, or as soon as they can breed and grow uj,. 
animals m the case of livestock In many countries cotton aetcajt 
will expand in 1951 in response to the exceptionally high pneej 4 
18 bringing in 1950 You can examine the relation of ptodmiu, 
to price or acreage to price by making a correlation chart or correlation 
analysis, as disoussed before One factor will be price for a given seasoj 
the other will be the change in acreage or the size of aerreage mth 
next season In the case of livestock products such as cakes m 
beef cattle, one factor is price in the given period and the other koto, 
is the change in the number produced or marketed sufficiently long aftot 
ward to cover the breeding and feeding period This may be a year at! 
a half later for pigs or three years later for beef cattle 


Effect of pbioe oh quantities for sale 

In the second type, we consider not the effect of price on lain 
supply, but the effect of current jirioe on supply released for Bile 
currently That really is the demand curve which is usually aasumri 
in economic theory In economics we also have a supply curve which u 
explained by the way people who hold the supply are willhng to ssll 
at any given pnee The total supply in existence is not necessarily th 
total supply that wtII be sold, because people that own that supply, 
either farmers or speculators or merchants, always have at their discre 
tion whether to sell at the price or whether to held it They can decide 
to hold and sell later in the season, or to hold to sell in another Benson 
As economic theory explains, prices in a free market tend to gravitate Ic 
that price at which the quantity which holders will be willing to sell istke 
same as the quantity which buyers are willing to buy If the price falh 
below that point, buyers ask for more than sellers are willing to soil Iftht 
price rises above that point, buyers are unwilling to buy as much as holden 
are willmg to sell The price thus tends to stabilize at the point at which 
the tw'O, the quantity offered for sale (from the supply curve) and the 
quantity which is actually demanded by purchasers (from the deniimd 
curve) are the same 


COKBBHT SUPPLY CURVE AND LONG-TERM SUPPLY CURVE 

What might be called the current supply curve represents the supply 
which will be currently released m a period at a particular price The long 
tem supply curve referred to earlier is a different sUpply curve, and 
mlates to the quantity which will be produced in the subsequent period, 
Therefore the interception of the long-term supply curve and the cuLTent 
demand curve does not give you the current price, but rather it may give the 
price which will tend to prevad over a long period of time That may he 
very important in considermg the most probable price over a long period 
borne prices are lugh to-day, m late 1960 cotton for example, not because the 
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of the world are not willing to produce at current prices more cotton 
which la available to day, but becauso ol an cxooptiona'Iy low 
‘ iind low yield per acre m the Uiutoil States m 1050, wliioh made 
- mpiy short and price voty high l‘’ri)m a study cd the wilhrisiiieas of 
t m to produce cotton at vaiious prices, wo ean determine the pro- 
n »i.r)D v-demand equilihiium ovei a number of yoais, which may 

p-.ee 

The statistical mensiironient of these two supply < nrvea mvohes 
Ifferent problems The longterm supply eune enn ho measured 
kl (he, same statistical teolinicjiie us tor me.isunng the effect ol price on 
consumption, because there is no circular iciisitning to iclabing the price 
fi, 8 year to the acreage or the prodiietioii iievt year When we attempt 
Id measure the current supply curve, houever, it is diffieiilt to know 
nhether we are measuimg tlie supply curve or the (lemanrl curve The 
'3 each period arc determined by the iiiterseetions of the em rent .supply 
and demand curves It is diflh ult to tell whether variations in the location 
of those price supply positions reflect chiirgcs .dong the supply curve, 
the demand curve, or botti ff the only thing Hint shifts 13 the lieight 
oftlie supply curve, then by lelatiiig the jiiiees that prevail to the supplies 
available, we get the demand cm ve, hecauso while tlio supply curve changes, 
thedamand oiine remains the same, and the lutersci tioris of price and 
iiipply mark it out If the demand curve is also changing, say because of 
(hanf'cs in business activity, then the intersections do not measure either 
the supply curve or the doinand cinve On the other hand if the 
supply curve icmiuns (i\ed and the clem<vnd iiirve varies up and down 
in different iienoda, the iiitciscetionB provide a basis lor stiitistical deter¬ 
mination of the supply curve We aie (him laced with the difficulty 
that if we try to measure the instantaneous supply curve or the instanta¬ 
neous demand curve Hlatistioallv, we aii' not at all certain what we 
jet If we measure the elfict ot jircsent priec's on Intiire production, 
hoirever, we are not m danger ol csieular leimoning, and the statistical 
analysis can be quite sound iSumlaily when we ask what is the effect of 
price on consumption, we arc not in tfio dangei of eiroulai reasoning, be¬ 
cause hero we are not talking about the inteieejition ol two curves, we are 
lalkiiig about the quantity that is eonsuineil at a given price If we 
hive data on these two variables that gives us the consumption demand 
curve, tbe denianil ciiivo in terms of tlio quantity of piroduot to be con- 
siuucd 


DErKIlMININCl TUK CURRENT SUPPLY CURVE 


The current demand curve is the sum of the demand curve for the 
quantities to be consumed jiliis the demand ciirvo for quantities to be 
held for future sale When piriccs are vmry low spiceulatois on the market 
Kill add to their su[)ph('s and tlu y VMlIudeasc the piroduct when prices are 
very high The actual mnikct demand must tako into account the willing- 
uess to store as well iia the willingness to consume Similarly farmers will 
hold more or less back out of the existing supply depending 011 price If 
pototoea prices go very low, farmers may leave some in the ground, undug, 
or in some cases, feed them to hvestock This is what j''ou might call a 
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reservation demand on the part of the producer to hold the profliy 
hack, either to destroy it or hold it for use on their farms AnotJ* 
reservation demand is by those who want to store it This doniand f! 
holding, the quantity stored plus the quantity held back on tjn,' 
subtracted from the total supply, gives yon the market supply cuu,' 
Now if your data are sufficiently good, so you can get actual flgu,,! 
of \ihat fa mers h Id on their Tarn s and actual figures cf the oliauitesh 
amounts in storage, you can then substiact these from the total sunpi, 
and get final figures of the quantity of product leleaaed for sale 
period. Then by relating that quantity released for sale over succeaan, 
periods bo the prices prevailing for oach poriod, you can detormmo Hi 
current supply curve 

But if you measure the long term supply curve and the consumption 
demand curve you can get from those a good idea of the underlying facij 
of the market, regardless of whether or not you can increase the outtenl 
supply and current demand curve 


Changes in the levee of the supply oubve 

The level of the supply curve may rise or fall from time to time, just 
as lovol of tho demand curve will bo nffootod by things that cause it toriw 
or fall In agriculture, changes m yield from year to year, due solely to 
variations in weather conditions, are one major factor in causing fluctuations 
in the supply cui vo, as a result of which it is much easier to determine when 
measured in terms of acreage instead of production Supply curves msj 
also vary from year to year because of changes in tho price of compotmj 
commodities In tho U. S for example when we tried to explain why the 
acreage of flaxseed changed, we could not explain it in terms of flaxseed 
prices by themselves. The acreage of flaxseed is very small when compared 
to that of wheat If we took the ratio of flaxseed prices to wheat prices, 
then we had a high correlations with subsequent changes in acreage When 
flaxseed is more profitable than wheat then flaxseed acreage increases, 
Youmuat bring into your analysis of supply not only price and the subsequent 
changes m production, but also you may need to consider the prices of 
other competing products in order to get satisfactory results. 


Actual pkoduction ok change in pkoducA’ion 

In most of our studies of the response of supply to price, we find that 
if you relate the per cent change in acreage from one year to anothsi with 
the price the preceding year, you will find a much more consistent relationship 
than if you relate the absolute acreage Farmers apparently increase 
their acreage from where they are A high price will stimulate as large 
a percentage increase in acreage from a low acreage as from a high acreage, 
The percentage changes from one year to another seem to reflect the way 
farmers actually respond to price stimuli more closely than the total acreage 
involved. 
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IV Inter Commodity Relations 

t tor Commodity Relations, relations between one commodity and 
f" may bo studied in a number ofdiffeiont ways One of the simplest 
’"to take the ratio of the price ol one product to tho puce ol another 
’"j ot perhaps for each year or on an average ot each five year period, 
then see if there is any tiend in that ratio Foi o'vamplo under con- 

5?, herein the Tar East, it will bo very impoi taut in planning production 

rheator production of nee, to study tho latio of wheat pucos to nee 
’ You can compute tho avoiago ratio of wheat prices to nco prices 
Selast five years, from 1920 to 1925. 1925 to 19;(0, 1 OllO to 1935, 1935 
1940 etc Then see it thei o is any noticeable long tor’ll! trend m that ratio, 
taso’oond.howdoosthepresentratio,orthoratio over the recent years, 
’re With the long term ratio or its trend* Next, how has that ratio 
iKjnahiftmg over recent years* I think you will find for example in the 
'(SBoftho ratio of nco to wheat pneos, that the price of nee has been 
^jMptionally high since the war compared to its usual relation to the price 
olwlieat, but m the last two years it may not have boon quite so high as 
iliras right after the war In othei words tho jirico of nee had gotten out 
iolknewith the pucc of wlioat, but may bo tending to como back gradually 
>Olcoiirsoit 13 difficult to measure that in terms ot markets where you don’t 
: km good data In studying iirue ratios of that sort, you should study 
Mkem both m world markets and in the national market in your country, 
^ilyou can get adequate pnee <lata lor your own iiuinbry, and also for 
!Gurkotsm which your country exiiects to export uiojis One useful point 
■ kiMing price ratios, is that you don’t need to bother so much about deflating 
i totemovo the affects of changes in tho general pace level When you divide 
one price by another price, they are both piesumably aifoctod by the same 
[poralconditions, and it takes out the changes in price level aiitomatioally. 
i Other price ratios, which might bo usofiil to oxarniao, if you are concerned, 
'wlhthose commodities as pnoduction altoinativei, aie the ratio of cottoa 
I prices to wheat prices, or tho latio of cotton jiricos to jute piiiues 

Use of supply ratios 

Similarly you can study ratios of tho pioduction of one product to the 
production of another product If you have boon studying this relation of 
iitcprice to wheat prices or to other grain prices, it might be useful also 
tocompute the ratio of the production of wheat to the production of nee 
That ratio could be computed for your own country, or for Asia as a whole, 
cifor the world as a whole The trends in those ratios can also be examined. 
Ityou have both the price ratio between two products and tho production 
iitio between them, you can compare the trends in both of them, to see 
whether tho trend in one is related to the troiul in tho other You can also 
tomider whether those trends are likely to persist, or whether they are duo 
to temporary factors, such as the very short production and the high price 
fortice since World War II It may also rofleot the increased population 
heremthe Far East, and thus be duo to a rise in demand here You could 
mke a statistical study of the comparison m tho two ratios, by correlating 
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ratio of nee prices to wheat prices with the latio of nee pro Juction to wU 
production, to see how far the changes la one are explimoi by theot 
and how far there is a tendency to an apparent shift in the rehtion o(| 
two Ratios can also be used to study competing produots in the mirk 
such as the ratios of cotton production to silk production, or cotton m 
duction to rayon production, or jute production to paper production T||*, 
may throw light on the way m which tho use ot one commodity is stittin, 
ns a result of the introduction of another Again you might compare 
ratio with corresponding price ratios 

In the case of cotton and rayon, tho iiici ease in tho proportion of rajn 
consumed in the world compared to tho proportion of cotton is very tigiji, 
related to the lower price at which rayon now sells, compared to thep 
of cotton When rayon was first brought out, it was sold at somoHii. 
hke a dollar a pound in the U S , lator 50 cents a pound, when cotton 
selling say at 20 cents a pound To-day, pound for pound, rayon aolljh 
less than cotton, so tho great increase m consumption of rayon is pani 
in response to the lower price If, however, you might find in some oHj 
product as in tho ease of nylon where ordinarily nylon is much more expsnm 
than Bilk, still because of its superior wearing quality, nylon is being \ib 
more and more, even without a lower price 


Uses of commodity ratios | 

These ratios give you some tools of analysis, tools for studying H 
term trends, which do not involve a great deal of statistical work. 1 , 
does not take much effort to get two soi los of prices, divide one by the otk 
chart tho result, and see what kind of tiend it shows Neither is it mt', 
work to compute production ratios and study them, but tJie knowWf 
gained may be very significant 


V Price Variations in Space and in Marketing Stages 

Prices vary for the same commodity at different points in a comtii 
The relation of wholesale price of wheat at Karachi to the wholesale pnc« i 
Lahore is one example, the relation of prices ot wheat as paid to farmersi. 
the Punjab to the prices of wheat as sold at wholesale at Lahore is anotte 
and the relation of the wholesale price oi wheat to the price as sold at reti 
ui Lahore is a third Each one of those is a different price In stuhn 
prices you may mvestigate prices at different places, or at different point 
in the marketing structure, to see how that price relationship has ohangsl 
ffom time to time The price to use if we are considering the demand cniir 
will be different from that to use if we are considering producers’ rcspoiw 
to price Producers’ respond to the price that they receive, so the nitrt 
accurate way is to relate the average prices received by farmer s to subaeqiitil 
changes in production or acreage On the other hand if we are studjii; 
the effect of price on consumption, then the appropriate price to use is fc] 
price that is paid by the consumer. In the case of cotton this might be 4*1 
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I sale price paid by ^be cotton mill, or in the case of wheat, the retaJ 
, flrheat or flour as paid by consuraeiH. Then when we try to compare 
^'bubpIv demand curve, to get an idea of the long term 

*™dibrium price, we have to make allowance for the fact that the two 
are not the same Wo have to adj ust the farmers ’ price by addmg the 
mal marketing margin between the price the farmer receives and the 
m the consumers pay. We have to study that margin and changes in it. 
order to make the right allowances for it 


VI Consumer Habits as Related to Prospective Demand 

Xhe amounts of different products consumers buy and consume vanes 
tom group to group within a society, accordmg to the income which each 
jroup receives. More well-to-do groups, spend relatively loss of their mcome 
for food and more of it for housing, than do poorer groups Still more 
wosperouB groups in the comrnuiuty spend a still smaller proportion for 
food or housing, and a higher pioportion for travel, for education, for auto¬ 
mobiles and other semi-luxuries or luxuries That is probably true m all 
countries By studying the differonees in consumption between groups 
ioone country, or by studying the differences m levels of consumption from 
country to country (as illustrated oarlu'r) you can get some indication of the 
probable changes in demands for different goods with future changes m 
national income 

If data are available in your country, or you can get by survey or 
oHienvise some idea of consumption at different levels of income, you can 
analyse those data to see how far the quantities consumed vary accordmg 
to the mcome the group receives. And then knowing that you have o 
national development plan which calls for an incieaso of 16 or 26% in 
average income per capita in a given period, you can then estimate how 
much that increase m income is likely to expand the demands for particular 
products in your economy, and take that mto account m estimating the 
market for those products Even if you can’t make such studies for your 
own country if your country is a producer of products for export to other 
countries, it may be impoi taut to you to make some estimates as to what the 
future demand may be m those countries You may be able to get those 
estimates from publications oi studies made in those countries themselves, 
orvou may mvestigate from their own data the question of what is likely 
to happen to demand for your jiroduct as their population grows and their 
national income rises The higher income people spend more for food 
than the lower income people, but spend a smaller per cent of then total 
income The proportion of food exponditures for livestock products and 
fimt and vegetables also inoroaHos with rising incomes Studies m other 
countries show that in general, the expenditure for clothing increases rapidly 
at first with rismg incomes, than more slowly, while that for automobiles 
and things like that rises continuously And finally there is another item, 
for savmg which m the lower mcome group is nothing at all, but rises very 
rapidly with higher incomes, and at an moreasmg rate 
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TfiFFEOTS OF CHANGES IN AMOUNT AMD DISTBIBUTION OF ErooME 

You can get economic change m two ways (t) suppose the nat 
income increases, hut the increases are spiead proportionately to theuSi 
population, the effect can be to raise the demand foi various prodaets 
will raise them at much the same rate. If you inci ease the income per 
by 50% m the country as a whole, that means that some people who wer 
the lower group have now shifted upto the next group, some of those wl! 
were previously m the middle group were shifted up, so that there ttayi! 
a smaller proportion of the veiy poorest and some highci proportions mtli 
upper income groups and you havo to make allowances for that. Butil 
income is more equally distributed, then you actually change the formoftly- 
income distribution 


FIG. 3. TWO TYPES OF CHANGES IN INCOME DISTRIBUTION 


no . Of 
f*Miiies 


TYPE I—HIGHER NATIONAL INCOME, BUT NO 
CHANGE IN DISTRIBUTION 



TYPE II—HIGHER NATIONAL INCOME MORE 
wiMaies EOUALLV DISTRIBUTED 
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Tf social measurea have been introduced to create a more equal distribution 
fmcoine, ob for example a heavy income-tax has been put on higher- 
f ket in'come and heavy taxes are put on business piofats and at the same 
f e old age pensions and unemployment benefits aie much raised which 

rease the income of low income groups, then the distribution of income 
“jibe quite different The a\eiage income in the lower group will be 
Lher and there will bo more of them in middle-income groups, and so you 
wJl get more people m the middle Then you tax tbo upper income groups 
others will be fewer in the upper ineomo groiqis and the maximum income 
^11 |jg jimeh lower so that the new i urve of ineome distribution (Fig 3) will 
1)6 quite a different curve, more eoncentrated in the middle 

The effects on consumption would ho very greatly diffeient in the first 
case and m the second Wo will call them I anti II (see Figure 3) With 
an increase m national income but no change in its distribution (case I) 
there is likely to be only a little shift in the pattern of consumption The 
tendency would be to raise the demand foi most products to the same extent, 
although for the basic necessities used mostly by the poor groups, the 
increase might not be quite as bigli lu the secoiul ease, however, there will 
be a sharp difference m the result, because a substantial number of families 
would have been shifted from the very low income groups to the moderately 
better off groups At the same time a subatantial number of families, that 
were formerly very well-to do, would he shifted back to lower incomes In 
this case you would got a much larger concentration of tlio increased demand 
on demand for articles of every-day use The demand for food for example 
will increase very much more in the second case than in the hrst case A 
large proportion of lower hi acket itieotnes are spent lor food and so by 
adding a million dollars income lo the mcoino of tlio poor, much more of that 
would be spent for food than if the million dollais wore added to the income 
of very well-to do people who already buy as much food as they want 
Similarly with the demand for cotton and wool, the effect will be much 
greater in the second case than in the fust For moat, on the contrary, 
you might have a reduction in tlic demand (in very low-income countries) 
at the same time you had an increase in demand for articles of common 
necessity such as grain and clotlnng 

Question —What would tlio effect be toi pioduets such as medicmes ? 
Answer —It depends on tlio country In countries such as the U S the 
amount spent for medicine and doctors is almost nil for very poor people, 
itgoesup quite rapidly as income rises and then goes up still further for very 
bigh income groups In countries that are so poor though that expenditure 
for medical services are very low, both for the poorest people and tor those 
mthe next group above them (as I suspect it is true in this part of the world), 
a change of type I might have httic offeet on demand, while you might get 
veiy great increase for the demand m modical services by a moderate change 
in ineome distribution (Typo If) 


SiominoANOB of income ohanohs in forecasting demand 

These points are quite important not only in trying to make statistical 
forecasts for ihe future, but in trying to understand the impact of changes 
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in income and its distribution in your own country and others, on the pto^ 
pective demands for particular products Many people have been aeto. 
niflhed at the enormous demand during the post-war period for cotton, wheat 
and wool. Measures that have been adopted throughout the world, in ttj 
capitalist countries as well as communist ones, have tended to create mncli 
more equal distribution of income in many countries than before the war, 
Many countries have adopted mcomo taxes steeply progressive on upper 
mcomes, social security measures such as old age and unemployment p^. 
ments, and measures to support and increase the incomes of their farmerj 
traditionally a very low-income group. More equal distribution of inoomj 
moans that many people who did not have enough clothes to cover themaehej 
can now buy more clothing and bedlmen As a result throughout the world 
the demand for wool and the demand for cotton, have been very much larger 
per capita than they were pre-war Effects of the shift in mcome has been 
more marked on textiles than on foods, but it may also have something to do 
with the fact that although food consumption for the world as a whole is to day 
as about as large as pre-war, food prices are lelatively higher than they were 
pre-war 

You can study this phase of the economic problem on the one handfot 
your country, to see how far the present and the prospective changes, both 
in the average amount of income per capita and the total amount of national 
income andm its distribution among the population, are likely to affect tha 
relative demands for different products And you can stui^ how far the 
same type of changes in other countries, especially m countries which import 
products you export, are likely to affect demand for those products 

Question —Does the change affect the number of wealthy persons * 

Answer —Yes, in many countries low incomes have been raised while 
very high incomes have been reduced. In the U K and XJ S , in every 
city, there were many magnificient houses and many magnificient estates 
m the country, which icquiied a staff of anywhere from 5 to 26 servants 
to maintain them properly. To-day estates or houses of that sort, either 
in town or in city are known as ” White Elephants” As a result of 
income taxes and other taxes, no one can afford to spend as much on ser 
wants in these countries as they used to spend Not only that but set 
vants cost more. As the lower income are raised, there are not so many 
people who are willing to work as servants for very low pay, because they 
are able to get better jobs You have a double effect, the cost of the ser 
vants is much higher and the income from which they can be paid is mucli 
lower So in both of these countries, the large estates are being sold, or 
they are being converted into apartment houses, or they are being torn 
down In England some of these estates have been turned over to the 
Government to be treated as public property and held as national muae 
urns Throughout much of the World we aie gettmg a more equalita- 
nan society The situation in the U S has gone so far that if a pro¬ 
fessional Woman, a housewife wants to do outside work, half or three quit 
ters of the pay that she receives is likely to be used ap to pay the servant 
she has hired in place of her in the home Particulaily no one, except a 
person with a very high income, say §10,000 a year or higher, can afford 
to hire one fulltime servant in them house. 
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VII Use of Price Analysis in Development Planning 

(1, studies of changes in price and ehanfrofiin demand, help in apprais- 
I tferm projects for a dcvcloiiment. pioject With the exception of a 
such iia bettci maikcting facilities as piopo&ed by Mi Easter, 
*^'\^!j!veloT)nient projects, piuticulaily those involving agriculture, take a 
(1 of tune before they could begin to pay off Even the Thai 
uill take five yeaia befoi c it is anywhcio near full production, and then 
Tblv26 yeais after that, befoie it will be well on its way to pay itself 
C Periods S to 25 or 50 years ahead aie pietly fai over the houzon in 
ug^iiat we may expect cconomio couditioiiH to he Thcie are basically 
^different ways m which analysiM and sf udy of Hiipply Demand Relations 


1 makinu such forecasts for the iiiture 


Abe ruKSENT conditions repbesentative * 

First they may help you to jiidg whetlier the existing conditions 
(an be expected to prevail in the future You will recall that Dr Khambhu 
id the only thing to do was to use the piesent pi ice for the future, because 
aoudonotwant to start an argument But when you take the present price 
jorepresent the futuie, that is a forecast as much as if you takca ny other 
trice You can’t necessarily expect the prices in the future to be the same 
Ijtliayare to-day If we know from cibjectivo evidence that the prices to- 


L are either usually high or unuHuallv low for a particular product, we 
f Jon’twant to take that as tlic best guess foi the futui o Ktudy of the supply- 
* demand relationship and the tiend of prieeand trend of production and de- 
irandcan give you a definite basis of judging whether the existing com- 
I modity situation of a particular commodity is one that can bo expected to 
prevail even m the immediately future yeats, or whether it is likely to change 
linonnorlhe other direction Wo fiavc in 11)50 two good illustrations of it. 
Mon prices shot up very abnormally, and wc know tliat that is duo to the 
M that a rather sharp acreage reduction in the U S this year was accom- 
pmied by an exceedingly low yield, so thcie was a very short crop We 
also know already that the U fs has announced that there will be no pro- 
dBchon control in 1961 There will probably bo quite a ‘■harp nso in acreage 
Ml 1 ear merely from the normal response of cotton ameago to cotton 
price Further, when the U S does control cotton production, the amount 
ibit each farmer is permitted to produce is based on his past record of 
pradlietion When cotton control will lie le-imposed, there will bo strong 
preesure to include the acreage m these fiee years in the future production 


basis Farmers may, therefore, expanrl production more than we would 
eipect from the normal relation ot price to yiroduction, in order to make 
isre that they have a big acieago allotmoiit on then farms, when production 
control 18 again reimposed Eoi both leasons, tliere is likely to be a sharp 
increase in production Fiirthoi the trend ol yields shows that such a low 
yield as this yeai docs not occur veiy often Himilaily with rioe Present 
me prices may not be a safe guide to the future rice prices 'The ratio ot 
lies prices to wheat prices lias been abnormally high since the war As 1 
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suggested before, the ratio may not have been quite as high for the lasl.^ 
or two as it was in the first year or two after the war If that is so, theBi 
already a tendency for the abnormally high rice wheat ratio to decline jstil 
production increases The countries that are makmg national plana onih 
basis of material increases m rice production either for internal ooiaiM 
tion or for export will need to give very careful study to the prices, and c« 
aider how soon it may be before nco is not quite so high in prices as it tm 
been. But this is all on the aide of judging from price analysis study, hj, 
far the conditions of the current year, or most recent year or years are lidi 
to prevail m the future 


What aeb the undbhlying trends ^ 

The second basis for judgment involves considering what the lonj 
term trends of price, of supply, and of demand are hkely to be You m 
meaaui’e those trends, either by tha trends in the position of the dematl 
curve or the supply curve in a price analysis study of the sort that we hiu 
outlined, or you may judge them somewhat less exactly from t'eiid llMi 
fitted to production figures and consumption figures, particularly if you M 
at the trend of prices at the same time This gives some indication whethi 
there 18 an upward trend in production on the one side or consumption onth 
other, particularly if you examine the trend of carryover to see if oonsUiijh 
tion is keeping up with production The actual trends as well as the al 
culated positions of the supply and the demand curve, if you can measuri 
them, are all elements you can take mto account in trying to get the bai 
judgment of the direction in which the commodity situation has teen 
changing over the long pull. 

Also, you can analyse the trends of buying power m different countnei 
In the Umted States, for example, the real buying power of the national 
income has trended upward very sharply, with its amount doubling just about 
once m every twenty years. This rapid upward trend in real U S. national 
income is apparently still continuing, which in a very important fact innwk 
ing long-range estimates of total world import demand for many producU, 
Similar studies of the trends of buying power and of imports in some of tbt 
principal markets for your products may help you in making long-term 
judgments of future demands 


VII Material on Long-term Economic Forecasts 
General price levels 

Some pubhshed material on long-term economic forecasts is available 
m printed form T'orecasts of the general price level in the U. S A 
given m the document— 

Proposed Practices for Economic Analysis of River Basin Projects, 
report to the Federal Inter-agency River Basin Committee, Washington, 
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Ifca iorccast of piice levels C to 15 years ahead is as 


has made piojections of fuluro 
ItUKil products, including 


May, 19^ 

folloWSi— 

<‘The Department of Agiuiulture 
topIs of prices for the principal groups of agncu 
' ^ for snecafic crops, and loi the principal agricultural cost items These 
■!/iniia for the 1955—(55 pciiocl give a level ot 150 (1910—14= 100) for 
^”^*8 received by farmeis, and 175(1910—14 —100)loi puces paid by far- 
for production cost items including iiitere t and taxes These re- 
reductions of 40 pei cent and 90 iier cent, respectively, below the 
[949 averages . rJialrmf? these estimates, probable 

{lendB in domestic and foreign i (‘(luirements as woU as puce—support pro 
(rrammes 'were taken into account <in<t integrated within the framework 
ofthe general economic projectiorih” (Foi more details and for long-term 
individual crop price projections, sec U S Dejiiu tment, ot Aguculture, Long 
Range Agricultural Policy, 1948) 

These long-range projections weie pieparcd as a basis for appraising 
Mialble future benefits in watershed treatment jirogrammes Since 
were prepared the Korean War and the greatly increased arma¬ 
ment programme have greatly alieied the immodiale economic juospects, 
and resulted in increasing puce levels lathei than declining Whether that 
would be sufficient to change these 5 to 15 year foier'asts is a matter of doubt, 
though it certainly might inodily the eaihor years of the period at least 
One thing to do la to watch for jnihlications of tliat sort and iiao them 
where you can. 


GICNKHAL economic and JlUBrNKBS CONDITIONS 

Asecond guide to forecasting the luturr are the loieeasts of the gcneial 
economic situation, which are prepared both by indivi(hiul governments and 
by some international organiz-ations Among these individual govem- 
inent forecasts, the most important are the ones jirojiared annually by the 
U. K. andtheU S The annual U K Econoinie Kurvey gives their 
programme for the next year with a pretty clear jiicturo ol what is expected 
in terms of national income, investment, pioduction and consumption with 
none comment on prospective price levels and foreign trade 

A similar publication, or somewhat less elaboiate, is pint out penodi- 
cslly in Canada with forecasts of investment, with some indication of the 
prospective effect on the general situation In the U H there is a quarterly 
report by the Council of Economic Advisois, and twice a year an Economic 
fioport of the President publisherl every July and January This contuanB 
a summary of the general economic situation ami some indication of the 
imniediate prospects The U S Department of Agriculture, in its annual 
Agnoultural Outlook Ilojiort published each iall, also includes a one to two 
year forecast of general economic situations both in the D 8 and the world 
48 a whole Australia also has annual national budget statements for the 
whole economy These are all lather short-teirn loroeusts and moat of them 
goonly a year or at the moat two yeaia ahead, so they have only general 
bearing on prospective long-time developments 
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In F, A 0’s general economio statement last year, Current Ouiloji 
for world demand and Prices of Farm Products—1949, was included m 
attempt at a longer-time appraisal of the demand in the world as a whol# 
We did not repeat that this year, because long-term plans do not change vet? 
rapidly In that statement, we brought together the long-term deveb 
ment plans of all countries We added up those national goals for nation 
production and national income, summarized them both m a world total ajJ 
m regional-totals In other words, this made a projection of the posaitli 
mcrease in national income and world income over the next two or thia 
years, if all existing national plans were successfully carried out. The foe 
casted rate of growth in world demand in tho industrahazed regions— 
per year—probably lepresents the maximum likely rate of upward tretii 
excluding war-like conditions 


Commodity appeaisals add commodity fobecasts 

In this field F A 0 appyaisea the whole situation for each comniodit| 
from time to time , and issues commodity repoits and also commodity bul 
letins giving shorter appraisals of commodity situations These m genml 
are rather short-tune appraisals, but they are useful in studying the cmieiit 
situation foi commodities such as cotton, wheat, jnte, oil seeds TheeBcm 
be obtained from the appropriate authority in your country, or direct from 
the FAO Regional Office at Bangkok, or the PAO World headquarters at 
Rome These reports are sent to the FAO Committee in each government 
and if you find who is the Sccretaiy of your National FAO Committee, hi 
is the person to ask first. 


FAO gebebal and commodity outlook statements 

In addition, FAO prepares annually appiaisals of the general economic 
conditions ahead and of the economic outlook for each major commodity 
meluding farm, forestry, and fisheries products (See FAO publication 
called “Food and Agricultural Programmes—1960-51” FAO document 
49/28/3, November 1949) Agricultural programmes submitted annunlly 
by all the member nations direct to FAO are then analysed and discuseed 
regionally m annual regional conferences They are then brought together 
in this report giving the prospective world situation, region by region and 
for the world as a whole 

FAO itself cannot of course make Agricultural programmes for those 
nations It is trying to help the nations of the world to prepare their own 
programmes providing technical assistance where requested for that pur¬ 
pose, and trying to obtain from them accurate and up to-date information 
on the plans and progiammes. These include proposed changes in acreage, 
in production and in exports and imports Summarizing those reports and 
plans gives information, so that each country can make its own plans and 
plan Its development projects, m the light of what other nations are plan¬ 
ning to do Anyone appraising economic development projects, should make 
sure they have these reports as one basis for their future calculations. FAO 
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, working on a similar documont for two or throo years alioad, but we 
““ jly go as far ahead as nations nro prepaied to look ahead in tlioir own 
rnirrammes Anothei source of information on the piospeotive future are 


fhe annual Agricultural Outlook publications of the U S Department ol 
Zriflulturo These appraise (irom tko point of view of the U S of course) 
Z general economic situation, the prospective development over the next 


year or two and the prospective dovolopmont m each major and nunor farm 
c^jnimodity. Since so many ot the commodities of the U S aio exported or 
juppited, that includes quite a loviow ot economic conditions and prospects 
around the world for pioducts sucli as cotton, wheat, wool, tobacco, rice and 
citrusand dried fruit, which aie aifeclcd by the international situation The 
information is published as a scries of mimeographed reports on each oom- 
niodity so you have to ask for the several repoits on the agricultural outlook. 
There IB also a printed U S Department ot Agriculture report called “Agri- 
oulturel Outlook Charts”, the latest ol which ip the 1950 edition It gives a 
large number of key charts tor the general economic situation and for indivi¬ 
dual commodities, together with the data Irom which the charts are drawn 
This provides a lot of key economic data, already orga nised for easy eoono- 
niio appraisal For copies ol those U S publications I suggest that you 
aik the Agricultural Attache in the Amencan Embassy m your own country, 
to get copies for you and to keep you supplied each year Finally we have 
Iheagrioultural outlook work ol FAQ Last year as I mentioned before we 
laued two documents, one called “The World Outlook loi Individual Com¬ 
modities'’ and the other “The Current Outlook for Demand and Prices of 


Farm Products—1949” This year botli of those appraisals, together with 
areviewof the general economic situation in agiiculture, have been put into 
ssingleFAO documont, ‘‘World Outlook and the State of Food and Agricul¬ 
ture—1950” Those documents include a statement of tho general economic 
conditions, an appraisal of the prospective economic conditions on world 
baeiB and by region.s as far ahead as wo can piisli it in tho light of tho current 
information we have, and an mtorprotution, commodity by commodity, 
ofthe significance ot the world economic outlook for each individual 
commodity 


Joreoasts of this sort arc only forecasts, and can never be perfect. In. 
1948 tho U S industrial production and the general wholesale price level 
had been rising quite rapidly But by the end of 1948 they began to turn 
down and from the end of 1948 till the middle of 1949, declined rather rapidly 
Our 1949 Outlook Report was written in tho summer of 1949, and it antici¬ 
pated a continued gradual decline in the U S at a rate sufficient to reduce 
the total national income in the U S for the 1949/.50 and for 1950/51 year 
byl0tol6%ormoro below the 1948 record level At the time these state- 
meats were propaiod conditions were dropping very rapidly and if they had 
continued dropping at the same rate they would have been way below the 
forecasted level Instead of continuing down, however, they turned up and 
after the middle of 1950, duo to tho Korean situation and the subsequent 
rearmament drive, went up very rapidly So in that case the forecast was 
wrong It said the level of th^ things in demand was going to go a little 
lower, but instead it started to go higher This should warn you when 
youroadsuoh reports, they are not necessarily what iS going to happen, 
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they are simply the best judgment that the group -working on it was,ii, 
to make at time they wore wutten but they are not necessarily right 

The FAO 1949 commodity outlook statements, ho-wever, mostlypiy 
to be some-what more accurate m their forecasts Comparing the comu* 
forecasts issued in the 1949 loport with the actual developments in iWi 
reported m the 1960 report, it appears that the general changes in the J 
commodity and price situations weic correctly torecastod for foodgrsJ 
wool, coffee and meats and were nearly right for fats and oils ln,oi„; 
other commodities, however, the sharp change in general econonnii c, 
ditions made the actual demand and piicos substantially higher than lid 
been anticipated. In cotton, whore yield,s were unexpectedly low, th 
efifeot was even more intensified 

In the 1950 FAQ outlook report detailed analyses are available fon! 
the major farm products, foods and textiles, including tea, cotton, ruhVi 
cocoa, hard fibres and juto There are also forecasts for softwood timliii 
wood pulp and newsprint, and fi.sherio.s products 


Conclusion 

Except for the appraisal of long-term demand, most of these analy®, 
although they push forward further than that which is available from aij 
other source on a world basis, still go forward only a year or two yein, 
except perhaps for products such as coffee and wool which give the basis ioi 
a little longer forecast. But in development programmes wo need to judjj 
what the commodity situations and demand and price conditions are I 1 M 5 
to be at the time the projects come into production from 5 to 25 years ahetd 
No one has ever really attempted to appraise that far ahead 

All you can do in your country is to say here is what is kno-wn. Yos 
should not make assumptions contrary to tho known facts Find out hoi 
the price situations in your oivn country are related to internatioasl 
markets and study the long-time world trends That will help you to ssj 
something about which way the prices are likely to change Beyonl 
that it IS up to you as to how much more light you can throw on it Lat#i 
on, it may be possible for the U N as well as the F A 0 and other into 
national agencies to do some work on long-time trends, as a basis fa 
appraising some of the long-time problems we have been discussing 

Of couise in many oases you don’t have to know exactly what particular 
product a new region will produce The Thai Valley will produce wheat or 
cotton or citrus fruit, and you can shift as you go along if you find that yon 
made mistakes. But cotton will earn much more income per acre than wheit 
wiU Still more intensive products, citrus fruit for example under oondi 
tions of good demand, can produce much more income per acre, if tfa 
internal demand is sufficient to absorb the production 

The final point is the question on which Dr K.hambu and I differed 111 
our lectures “To forecast or not to forecast, is there a question*” My 
answer to that is there is no question The future is always more or to 
unknown Any plan has to related to things that have not yet happened. 
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Ktrnot change the past nor the prosent The orilv thing our acta can 
flei8 the foture The stops wo take tliomsolves infliicneo what th& 
*'willb0 Whenever wo calculate this IS what costs will bo, this i.s 
^tTreturns will be, we am forocnsting Wo are nmluitg a foiccasfc if we 
the prices lOyoais fiom now will be the same as they am to-day, just as 
**^^ohaBifwe say they are likely to be a lower or highot tlian they aro to¬ 
ft You cannot avoid foreeastinp in tho business ol Ji'lpingto make 
nomic plans or projects The only qiioslum is how to nialio the lorocasts 
a basis as possiblo ho that you coino as near as possilde to osti- 
ffliting correctly what tho tuturo will be 
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ORGANIZATION AND ADMINISTRATION 
i Purpose of this Course 


The purpose of this course is to consider how to get a job done The 
' hmiiv W the building of an irrigation project, introduction of a farm or 
^°\ultural practi e, or the inabaltation of a hj-dro electric plant I shall 
°^'theterinVl^’> frequently in a vciy bioad and inclusive sense I am not 
"kerned much what that job is, because that presumably cornea out of 
vmr other planning work But having given a sot ot plana, how do you 
translate these plana into results * That is a broad subject and I am aure 
Icannot cover the whole of it in detail but f hope to diacuKS the more import¬ 
ant matters 


II Importance of Administration 

Now to my way ol thinking, translating plans into results is fully as 
iinportiint as the planning I would not say that it is more important, but 
I would say it is as important aa tho plan I think it is relatively of little 
use to develop plans, howovei Bound they may bo, if the subsequent action 
either completely ignores the plan, aa it aomclimes does, or if it docs not follow 
it properly and adequately Poor implementation ol a good pilan may be 
just 03 serious as a bad plan Tho vaiioiia countiics ol tho world, and I 
auspect the under developed eount.riea more than the more industrialised 
countries, are littered with the wiceks of good plans that never got translated 
uito action, In many instances, plans arc drawn up, which may or may 
not have been sound They have been more ambitious than a country 
could carry oitt, or may have been well adapted to its conditions or may not, 
but if they did not get earned out any cxpcnditiiie of resources made was 
wasted. 

lean give you an illustiatioii in one ol tho European countries where 
I stopped at on my way here from Washington Tho EGA had quite a 
large programme EGA had approved a largo number ol projects from 
countarpart funds for tho first year of operation 

That country in the first 10 months had only been able to use 10% of the 
funds set up for the first year They showed mo charts of the course that a 
project had to follow from its initiation until actual commencement of opera¬ 
tion HI the field 

Plans were reviewed by many different officials The process took so 
muck tune that very little of what was planned was translated into effect 

In my judgment it is probably more desirable to undertake a relatively 
small project on resource development, and carry it through successfully, 
than it is to undertake a much larger one and fail completely to achieve the 
objective, either in time or in important result. As I read Dr Singer’s 
earlier lectures and heard tho latter ones, I thought they might be paraphras- 
d bjf Baymg that there is no royal road to economic development Well, 

I would say the same thing is true with administration There is no royal 
road to carry things, out, simply, directly, and without a lot of hard work. 
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III Aims of Administration 

I would point out here that the hiat aim of ndmimstration ouglittoi 
to get the job done, liowever that job lias been laid down to you orloj! 
MmimsLiatue gioup to do 'Phat .sounds so simple but actually ina„[u 
luany instances the job is not done at all oi it is cione \ery slowly lujii 
U S Government where I have been a w'oiker loi many years, one offlj 
terms that we have to describe a man is to sa\ he is a goodoperator-oti, 

IS a ‘poor opeiator’ That is a sort of a slang |)lii use that means he doeswi 
done what he is assigned to do In my expeiience administratue wJij 
required intelligence, good judgment, higli integrity and other suchhunin 
qualities, just as much as doc's good planning work In addition perham 
it requires a certain amount ot jieraeverance imd keeping your eyeouth 
ball Many people in the rcbeureh and planning held can and do turn onj 
a great deal of excellent work without a good sense ot planning or organa 
tion In administration, it la perhaps better to do a possibly medioorejol 
but carry it through steadily and without being erratic about it than its 
to do a more brilliant job and provide some brilliant failures Thatmayh 
a judgment as to attitudes which m not entuely accurate | 

Next to getting the job done at all the administrative aim ought to 1* 
to get it done as quickly and as efficiently, with as small an expenditureti 
manpower and funds, as possible I do not mean that administration shonll 
be skimped Dr Singer pointed out that many jirojectH have had inaclequalt 
planning I suspect iii a good many instances inadequate funds ai( 
available for proper administration But at tlie same time the objoctin 
of the administrator ought to bo to eaiiy out whatever lie has been given 
to do with the minimum of manpower and miniimim of resources Thi 
job may be only a relatively simple one For instance it may have heci 
nothing more glamourous than quickly getting your letters ansv/eteil 
Merely to get letters answered quickly with the niiiiiinum of manpoweiisai 
administrative job which may be important I prev loii&ly' mentioned tk 
case where the job was to get the project ajijirov ed by the Government 
It went to so many different dejiartmentis and to so many different jieoplt 
that it was six months before the jirojeot was ajijnovcd Unless youcoiiW 
show very good reasons, that would seem an nnre.isonable jieriod for pro 
jects which had already been considered rather fully 

IV Administration and National Culture 

I feel that the administrative organisation do get any job, whetherlarp 1 
or small, IS peculiarly related to the culture and to the tiaditionof a particulai 
nation In fhe first place in administration theie is frequently more tta 
one way to do a job with perhaps equal efficiency, ot nearly equal efficiencj 
There is little administrative work in which theie is a single test orasinglt 
answer that is outstanding above the otheis There is usually more than 
one way to get a job done, and which alteinative you adopt may depends 
great deal upon conditions in your particular country I am repeatedh 
going to tell you about things m the Unitetl States, not with the idea that 
that 18 superior but because that is what I know But I am going to reiteratn, 
probably many times during this course, that there is more than one wsf 
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, of these things You have got to work out in your country 

rnrevalent conditions, general attitudes, what you think is likely to be 
hLst successful way I suspect that is tiuc of a great many of the pro- 
il connected with resource development, but I think it is more true of the 
Xinistrative aspects than of the other jiai ta The types of economic and 
fiancial analysis which the othci leetuies have laid out for you, are fairly 
^11 applicable under a variety of conditions Dr Singer pointed out the 

derations of a capital —pooi country are often diffeient from the con- 
derations of a capital —rich ooiintiy, and yet it is possible for an outsider to 
Upraise those factors much more accurately, than it is in some of these 
Xiniatrative aspects Ccitain things have come into existence, have 
history behind them, and are more generally acceptable than others 

Ip the Un’ted States for instance, we have two aspects of our Federal 
Government which are in gencial not found elsewhere at least, not to the 
same extent, which certainly greatly affect our ndministration. One of them 
is the division of powers between^ executive nud the legislative branches 
In a country which has a Parliamentaiy system, where your Prime Minister 
H the chief executive officer, and he decides on a course of action, you can 
be fairly auie that it will bo carried out. In the United .States that is not 
true There is often u diHerence between what our executive branch will 
propose and ii'hat our legislative branch will accept Time and again the 
executive branches or departments decide to do something, which has the 
approval of the President, which is presented as part of the President s pro¬ 
gramme, but it does not reoeuc the final appioval from congress That is 
one of our particular problems from which I hope most ol you are free 
Mark you, you may have other problems of equally serious character. It 
gives to our work a charactci that is not found in any other country and w Inch 
IS often very difficult for pieoplc of other countries to understand Under 
this division of power, the executive brunch can ask for appropriations but the 
legislative branch has the final decision On the other hand the legislative 
branch can pass laws and recpiire the executive branch to do certain things 
There 18 much historical background to this arrangement and it is part of 
all American political structuic, its cultuic, its economy. 

Likewise w e have in the United States a Federal system By that I 
mean that the States preceiled the Federal Government and the States have 
many powers which the Federal Government does not have I realise that 
inmost countries where you Iiave provinces, you have something akin to that 
but the exact nature of the problem is different I bring these up only as 
illnstratioris of the sort of thing that may exist in some countries but not in 
others and that may dominate the kind of administration and form of organ 
isation 

In this course I a.,i going to present certain problems which I think any 
administrator or admimstiation oiganisation will face In any country 
under almost any political system I will try to put those in fairly broad 
terms I will give some examples, <lrawn vciy largely from the United 
States It IS the expeiicnce which I know' If I knew the situation.9 in the 
countries which aic repiesentcd here, I would be much better able to draw 
tbe examples from these countries I do not and it is the sort of thing which 
vou cannot very well find from literature, it is the sort of thing that you have 
to know pretty much from actual experience from the country. The 
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questions that are raised you will have to figure out, pretty largely, for. 
own country. As Dr Ezekiel brought out yesterday afternoon, the 
etai,ement that you arc going to prepare should contain some conaid^L! 
of the administrativo aspect. I think there is a strong feeling on theiiaj 
of many lending agencies that adininiatratiou or execution of plans la obj 
of the weak links, Many financial agencies will w ant to know what arramj 
ments have been made or aro contemplated for actually carrying out fh 
plans that are submitted 


V Transition from Planning to Administration 

The first big problem of administration of any resource developmciii 
project or industrial development project, is the trans tion from planninj 
to administration In many eases, planning work is done by one group 
of people and administration by another group That may be true even 
though it 13 in the same department or same agency, whether it m 
bureau, or whatever you call it You may have a group of planning special 
ists and you may have a group of people who can y the plan out Thatiss 
very natural situation because the kind of skills and knowledge required m 
planning are different, than aro called for in administration 

It may he true even within an engineering staff It may have a group 
of engineers who are concerned w'lth project development and another group 
of construction engineers It is likely to be even more true of econoniio 
planning projects The economists and others who do the economic plumiiij 
are unlikely to be the same people who do the administration On the otkr 
hand it may be that this situation docs not arise or at least not to the Binit 
extent. 

A plan sometimes enters a very critical stage, when it is time for ittobt 
carried out It is a little bit like a baby chick chipping its shell, getting 
out of the egg-hatched, awfully weak and in a vulnerable condition It is, 
at least to my experience, one of the moat critical stages in the history of any 
resource development project. If there had been on the planking ataS 
some individual wdio had known from the beginning that he w as going to hms 
a share in the actual execution of the project, or if after the project ivas 
approved, some of the people who had been concerned with the planning, 
were transferred over to the administrative unit, so that you have actual 
intermingling of personnel, then some of this may not exist or may not exiat 
to the same extent. 


haiDGINQ THE GAP 

Now, supposing that there has been a specialised planning staff and s 
speoiahsed administrative staff, what tilings can you do to bridge tlii! 
gap? 

In the first place, asaUimng that you are the planning agent, if during 
the course of your plaiuung you knew that the administration the conatnic 
tion Was going to be carried out by some other agency, one of the thmgi 
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Vhfc very well spenrl n little time on ib getting poisonally well 
tliityo’* people in the constiuclion agency, anrl dmcussing with 

,c(|uain*'® course of your planning aome of the problems you are 

jljep) during suggested Rolutions, some of the plans that you 

luniiing >n of courao, assumes von know who is going to bo 

jfeVorKing agency After the plans are tinned over to a specialised 
{h^consru administrative agenev it might bo possible to hold 

""“Tmanv conferences which would help the eaiiying out of the plan. 

1 transfer of individuals fiom one typo ol work into bho other 
TheftCtuii' ^ Planning and adniinislrative woik are under the same 
1 daection. for matanec, if they are m the same Ministry but in 
t bureaus,' or if they are in the samo bureaus bub in different divisions, 
n d rthose circumstances, an administrative officer, common to both, can 
j Lat deal to ensure tho eanying out of the plans Ho can go a long 
narranging mretinga and mutual discussion.s Certainly in the United 

Ka there has been a tendenoy to have phiniung m one pait and ad- 
® onimti in another pait It is lather a natuuvl development bocause 
for diffcient kinds of tiaimng and diflei cut kinds of skill 


Generally it is not a good arrangement to have tho planning staff com 
pletely separated from tho admimstiativo staff 

That 18 often a serious error For instaiiee, if you had an iriigation 
denartment, you might have a group of engineois planning projects and 
mother group of construction engineeifi If you have a eommo i head, at 
j not too distant point in the lulniinistiative line and if he take.s tho piopcr 
rteps you can go a long way to reduce tho hazai ds of separate planning 
jnd administration Under those ciicumstancos the degree of separation 
1 ! not harmful and may have sumo advantage 


A completely specialised planning staff and a completely specialised 
administrative staff is likely to bo oven more of a problem in some of the 
more int .ngible developments where your purpose is to ad 1 to the skill 
and knowledge of your people iiv tho agriciiltm al Held If you have your 
amcultural experiment stations and youi agneultural extension staff so 
widely aep rated that there is no intorchaiigo of ideas between them, that 
ia most unfortunate and bad organisation 


Puiir.Tc uurji-TioNS 

Have the plans been made known to the general public and does the 
latter eunport them, or must the administiator cone with an uniformed 
or possibly indifferent or even hostile public^ I think that is a particularly 
important mattci, cspeeially loi relatividy new piogiammes of resource 
development In any country, if you ti y to can y out pingrammes which 
do not have public suppoil, a jniblie kimwleilge, you aie iri for, as we say, 
4 tough time Bec.auso you ai e going to he luicoiiiiteriiig opposition or 
hostility or indifference or lesistaiices at all stages I was quite interested 
tho other afternoon, iii the discussion of diiiiii igo problems to have some one 
oaythat one of the reasons lor putting down diiim igo wells near the villages 
48 well as near the canals was because the faimors could see some advantage 
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from it Ill the long run a programme might not be any more advanksew 
but li it has tangible results which the public can see it will have more pub],, 
support Til any country, and m particular in a country with democutit 
institutions, your resource development programme is gou^g to be govertiej 
or limited to a very consideiable extent by the degree ot popular under 
standing For some things, such as an irrigation project which brings ne» 
land under eultii iition, theie will generally be considerable support Tbal 
is something which most farmers can understand and is going to btiM 
general benefit without too much question Even, then, it may involve 
for instance, building a canal which will deprive some farmers of part of 
their land oi other things which will not necessarily work out to their 
advantage If you have a well informed public it is very helpful If you 
are talking about projects which represent something less well knovni, fe 
instance, a health programme, or a crop improvement programme which 
involves some new w ■ y of dealing with an old problem, good public relatiom 
are even more impoitant 

Both planning and administrative people have som'' responsibility 
in carrying the public along with them The planning people of couse 
often cannot make public the results of their plana, until those plans have 
been approved bv the appiopnate officials But theio aio many times 
when you can inform the public and sometimes actually obtain their assistance 
in making your plans When the administiator takes over the execution 
of some plan, often his very first responsibility is to tell the public of what 
he proposes to do and how he proposes to do it There ai e a great many 
techniques for doing so, and again, that is something which would have 
to be adapted to your country Newspapois or pamphlets might have 
some advantage, in some situations Of course they will have no advantage 
when you weie dealing with a largely illiterate group of people 

Radios or public meetings may have some advantages in some situation! 
Often the practical thing is to M'ork directly with some of the recognised 
leaders of the people Then by conversation, they spread the information 
to people in their community In addition to the planning people, strictly 
administrative people of your Central Government or youi local government 
can often do a great deal to build popular understanding and popular 
support for a resource development programme Your minister in the 
government, or your provincial governor, or whoever the official may be, 
m speeches and in statements to the public can do a lot to build support for 
a programme. Any administrator who sets out to carry out a programme 
which is poorly understood by the public is going to have a lot of needless 
difficulty which a good information programme can help to cure 


Distinction between general and speciitg plans 

There is a distinction between general and specific planning I know 
from personal experience of some instances where technical people of various 
kinds have done a great deal of work to develop some plans, but when it 
comes to carrymg those plans out, the administrator says that these plans 
are madequate and the plannmg man has been quite disappomted and 
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, 1 jjjg Jijnds of plans that you develop in. order to got a project 
are not always the kind oi plana that an administrator needs to 
out In the planning of a project rt may bo unnceessary to make 
'^'^molete analysis You need to be sure that the plana are sound and 
*tToU do not have in them, m many instances, all ot the detail that a 
Lotion engineer will need to cairy thorn out In tact it would be 
""*viseto put such detail m until they aio approved, heoaiiso sueli detail 
'""t’not be neoessary and the work that will be involved in it might be 
por instance, a pioject although it 13 a good project and a deair- 
Ile project may not bo a top pi loi ity one and so you put it on the shelf, for 
‘oar, two years, five years or longer If you arc limiterl, as you probably 
"ill be, in the staff you have for jilanning work it would bo better to make 
out another plan with the same degice of detail than to have made up that 
(®E in complete detail It is probably unnecessary to put into a general 
niansome items which must be worked out befoie you can actually begin 
construction For instance, one of the best illustrations is the dulling to 
eiplore the foundation for a dam site An engineer must go through a 
mat deal of work before he decides whether it is possible to build a dam 


at8 given point You may want geologists and other speeiahsls to examine 
Ike Bite. A lot of work must be done in measuring the lesorvou capacity 
aid in estimating tho cost of a dam At the same time it is not generally 
dtairable to do detailed dulling of the dam site There may bo some 
dnlluig so that you know the cliaractci of the foundation rook on which 
vour dam is going to rest hut to know in detail tho contour of that under- 
( pound rock is unnecessary in tho stage of genciul planning Yet of course, 
f one of the first things that a coiiatrucl ion engineer will nant to know 
lithe precise contours ol that dam site That is only one illustration of 
the kind of detail needed to ^lut general plana into opciation 


This whole matter of translating plans into results is often a critical 
stagem the history of many a resource doveiojiment piojoct, more especially 
lecause it often involves a shift from oiio group of persons to another. Like 
a great many other aspects of administration whicli I am going to refer to 
later personalities play a hig jiai t If you are the head of a plannmg unit, 
whether that unit has onlv one oi two people besidos yourself or whether 
it IS a big organisation, and you develop some plans which at a later date 
are going to be earned out by some one else, it is enormously helpful if you 
koff who it IS and if ho knows you, and there is mutual confidence and 
mutual respect If you are both tho planner and the administrator, then 
presumably you have tho confidence of yourself 


VI Qualifications of Administrators 


In general, technicians or specialists make better admmistrators than 
untrained administrators, but not always Merely because the man has 
been trained as an engineer oi an economist oi an M D for health work, 
4nd if he has specialised in that work foi some yeais, does not insure that 
lie will be a good adminiiStiator as a result After all, tho trairung that he 
had does give him a gra,sp ol the technical piohloms but tho problems of 
orgamsmg people, organising work, or delegating the responsibility, re¬ 
quiring subordinates to fulfil obligations and co-ordmating one part of his 
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programme with another, that does not necessarily come out of fecy , 
training I am sure that m the United States wb have a numbac o[ 
standing administrators with technical background, bub ws haveafoiij 
a number of failures with technical backg ound You can have pBoii 
without specialised training who turn out to be excellent administraioV 
They ought to have an appreciation of what a specialised brainmg can do' 

A good administrator must bo able to use specialists of dij’erent slnl], 
and experience than his own. and may bo able to use them very efftjotivelt 
And as a matter of fact in a programme ol any magnitude you havotnd, 
that because you cannot possibly bo a specialist in all Helds While omiij 
whole it IS desirable that administrators have good techmeal backg oml 
that IS not alone sufficient to ensure good adminiabratois Able people oi 
broad outlook and with the abilities to use the skill of others may In j 
excellent administrators. You must learn to use a lot of skill that youdj 
not yourself possess, and that is often the critical stage in one’s development, 
When his responsibilities begin to outrun hia own individual capacity, h 
must know how to use other people’s skill and co-ordinate them ivithha 

OUTl 

Part of your job whether you are an administrator or a planner, islo 
be able to make your work intelligible and interesting to your superior ml 
to enlist his support. One of the problems you have to cope with m any 
job IS your boas It does not make any difference whether you are i 
secretary, a clerk, a typist, you still have a problem of adapting your wotl, 
of handling your work, of piesonting your w'ork to that man up above 
matter what our position is, what our programme is, we arc going to ban 
superior officers and part of our job is to carry on our work and our personal 
relations with them m a way that gets our ideas into their thinking and 
accepted by them Agam the mattei of personalities is very important 

The essence of admimstration as I see it is always to use your men 
where their skills and their personal abilities are most effective and when 
their weaknesses are least harmful That is because any of us, you or I or 
anyone else, have certain things at which we are especially good and certain 
thmgs in which we are probably weak The secret of good admimstratm 
18 to USB your men, select your men, for positions where their skills are most 
important and their weaknesses are least harmful If you are succeastul 
m so domg it is advantageous to the men because they then have the greatest 
opportunity to develop and to grow and to do responsible work andgeta 
good salary It is also most helpful to the agency, because then your people 
are most Jiroductive 


VII Broad Alternatives m Administration of Resource 
Development Programmes 

Let us consider some of the broad alternatives in the administration 
of resource development programmes Suppose now that your government 
18 defimtely going forward with some sort of a resource development pro 
gramme Before we get into the many detailed problems of admimstration, 
the first question may he, how shall that programme be orgamsed^ Tta 
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im- 
two 

( 1 ) What IS going to he your central organisation? By that I mean 
^ at the national or piovmcial level 

(2) What is the organisation on a apecilic project? 

CKNI’RAL OROANlAAriON 

At the national level, or at the provincial level, you arc almost surely 
idgtohave some iorm of a gov ennii<-iit agein y It may be a ilepartiiient, 
oianiinistry, whatever you call it, or it may he a hiiri'aii or some other such 
mine, whatever you call it, hut somo form ot a direct government office, 
staffed by government cnijiloyeeH, [laid out of government funds, with the 
reuiilations and restrictions ot govcrnmcnl The alternatives that are 
outlined below for specific porjects in general are not ajiphcahle to organisa¬ 
tion ot a progiamnic at a provincial level 

Perhaps the two moat important jiicblcnis that such an agency will 
hve to lace are 

(1) To integrate its paituiitai lesouroe jirogiamme into the whole 
political and economic piogianime ot tlie admimsLiiition oi jiolitical party 
(liat IS in power T’liat is one ol the prolilems that Dr ,Singer has been 
developing from the econouiie point ol view 11 you aie, foi instance, the 
head of the irrigation deji.u tim iit ol yoiii piovimc or of your country, 
there does irrigation lit into the <iitiie national piogramrnc, linancially 
and otheiwise? What piopioition o( yoiii (ountry’H jiiogiammo is set up for 
irrigation? Iffii iirigation you inn Kiihsliliile hi'ultli eontrol piojccts If 
you were the head ot one ot hose di'pat (ments in yoiii eoiintiy oi m youi 
province, part ot your problem would he to soi' your progiamme is relation 
to the entire progiamme T'liis sometimes jmts you in ii difficult spot, 
because if you aie an in igat ion enguici i you want to |uish iriigatioii in 
your country or m your jirovini'C, and yet pni t ol ynui job as head of the 
irrigation department is to see that the iriig.vtuui juogiamine is in reason¬ 
able relation to the olhei piogniinnu' It woukl ho a sciioits crior it 
bemuse of your sp'endul jilaniiuig iind heeause ol youi wonderful salosmaa- 
fhip you induced youi eountiy to eairyoii live times the irrigation 
programme it can afford 

(2) The national or piiovineiat agency must supeivisc, diiect, and 
correlate the resource develojiment piogramme in vaiious parts of your 
nation or your province 'The i onel.itioii ot your iriigatioii progiamme, 
laonepart of the country and in anotlici jiart oi tlie health programme 
in one part and another paii,, those aie some of tlie piobloms which the 
central organisation has to meet 11 you have only one project, there may 
M to be no piioblcin But you havi made a elioice, because you are 
going to put your one jiiojed lieio and not Homewlieio else To maintain 
a.balance geographically, betwiin dineicnt parts ol tlio country, is one of 
the problems of the central oigaiiiMation Ono oi your pioblcms may be tli& 
national provincial relationship, depionding again upon the structure of 


ihottt respect to whether it is an irngatron programme or a crop 
pjement programme, or a health piogramme The answer is really in 
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Organization fob Specific Phojects 

I am going to sketch rather broadly some of the organisation and 
operation problems for any kind of project unit that is set up 
am going to attempt to list some of the advantages and disadvantagea ol 
these alternatives, the choice between them is likely to be baaed iiku 
conditions peculiar to your own country Attitudes in your oivn ooiX 
or oxpeiience in your own country or prevailing organisations in your on 
country may determine the choice among these as much as their inhetent 
characteristics Availability of capital or other availabilities may 
just as impoitant as the characteristics of the organisation, itself 

(a) Government agencies 

The first and most obvious way of handling a specific project is by 
means of a direct government agency An irrigation department at tla 
national or provincial level may simply have a branch for a particuk 
project That is a very natural alternative and has a good many advant- 
ages In the first place it means, probably, the simplest possible goiem 
ment structure If you have the same bureaus and offices at the projecl 
level that you have at the national oi juovmcial level, your govern 
ment structure is probably the simplest that it can be and that hai 
a good many advantages in itself Your legislatuio oi your parliament 
or whatever you call it will find it easier to understand and perhaps to sap 
port an agency which has a simple organisation structure And it pro 
bably would be understood by the general public It has an additional 
advantage in that it piobably provides the greatest flexibility and opportu 
iiity of training of personnel and movement, of personnel from actual con 
atructioii and actual field operations up into higher and higher positions 
in your organisation involving a broader and broader rcsponsibihty As s 
man gains more responsible experience, he moves up into successive positions 
m the organisation and in time youi central organisation comes to be 
staffed with people who have had personal direct field experience, and that 
has a great many advantages And the converse movement sometimes 
occurs too Your engmeer or your man in charge of a particular project 
may have had some years experience at the central office This plan of or 
ganisation gives you opportunities to train men, broaden their experiences, 
and to provide co-ordmation of various piogrammes 

Now as to the disadvantages, I was very much inteiested the other 
night when the president of the State Bank of Pakistan gave as one reason 
for setting up a state corporation the abibty to get away from all the ‘‘red 
tape” of standard government procedure Well, I presume that is something 
that can be said in every country in the world It seems to be one of the 
inevitable results of a government programme that in time you come to 
have a great bureaucracy with a great many rules and regulations, which 
often seem to be too cumbersome, too time-oonsuming, and requiring too 
much manpower just to carry out your work There are too many procedures 
to go through—inefficient, indecisive. It is also true apparently almost 
generally, that the government bureaucracy with its emphasis on career 
service of your employee, protection of their rights, good retirement pro 
visions, and what not, tends to accumulate some deodwood Now it is 
easy to cite these faults in government operation, and anyone who has had 
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ru,noe can always find some amusing examiiles to put forward. 

I weat fallacies of people who look at such examples is to assume 
Hn not exist m private business or that they would not exist m 
form of government organisation. In other words, merely be- 
loiii® rd government agencies have certain shoitcommgs, does 
U,S6 stone B ageney would not have the same sort 

„t prove tliai au 

v«lh.y aM,„rd,j 

, been a great deal of public.ity m the world about the 

Valley Authority in the United States 1 think there is a 
of misunderstanding also An anilioiity is sinijily one form 
nt agency. It has responsibility foi a variety of jirogramines 
- whereas otherwise our government is ojieratcd on a functional 
“""I jh irrigation in one place and navigation work in another place and 
''in the Tennessee Valley Authority all of tliose jiowers for a parti- 
''"’"redon were combined into one agency 'J'he ])ioblem of functional 
' ° in or apeciahsation along fiinetional lines, as against regional or 
lantinn is one of the matters to which 1 want to leturn m later 


^"“fn'the Tennessee Valley Authority wo have Ifio outstanding 
iLtration in the natural icsouiee field of oiganisation on area basis Now 
tee is nothing, as I see it, inherent in •such an organisation that neces- 
wilv means it will be any worse or any better t.luui st andard government 
nneies It may, or it may not, have better personnel and better 
hJerihip Now actually, in the (use of 'renimssee Valley Authority 
1 think it 19 recognised even by its opponents tli.it it has been quite 
standing m many respects In my view that has been due laigely 
to the fact that it started oil'fresli, without a heiitage of accumulated 
[id tope That might not have been (uiougli aloiu', because you might 
start off fresh and still have too much red tape But it did have very 
toh ideals, very ambitious ideas, and high (piality jieisoiiiicl, and it 
started at a time when there was a gieat deal of high quality per- 
*el unemployed or mteicsted lu new jobs Jls leaders weio able to 
[(imt some outstanding people and paiticularly t,op jieojile It has done 
me outstanding things, but that does not prove to my view that Valley 
utliorities always will be able to do outstanding tilings Nor doe.s it prove, 
iinmyview, that Tennessee Valley Authority will continue to do that for 
i along time Wait till the present leadeislop is old and wait till you have 
y long bureaucracy and see what it eoritinues to do It may be out- 
itandmg and I hope it will I do not think it is because of the form 
itjanisation necessarily 

In some places m the United States, take New York City, we have port 
sithonties, m which several units of government are concerned with one 
Mouice project I think this scheme has real possibilities for some situa- 
liOM, Supposing that you have an irrigation jirojoct which extends into two 
ormore provinces, it is oonceivnblo of eourso that each province can carry 
inmtkthe project in their own jiioviiu/C, but that might involve some 
Jicult problems of co-ordmiition between them It is also conceivable 
tint a national government should cany on, but an alternative might be the 
ireation of an authority which would bo participated m by the provinces 
by the national government You could have a port authority 
case of one of your ports. Tho reason that it came mto existence 
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in New York is. that several cities in the New York Metropolitan area art 
the two states, New York and Now Jcisey, each have a part of theharbom 

An Authority might or miglit not have the power to expend its t- 
venues without reappropriation, and it might or might not have the autl® 
nty to enter the money markets For instance, an enterprise such asTVA 
will, if it IS successful, be getting some revenue fiom selling hydro electn« 
power or m other ways Perhap.s your paihamcnt will be willing to m,( 
the authority the legal power to expend that money without going throU 
the appropriation process, or pci haps they will not The authority maj 
be permitted to issue bonds oi othei wise boi row money from the general 
public 

As to disadvantages in my judgment there is nothing inherent man 
Authority which makes it necessaiily and invariably inoie elficient or moit 
liberal than a government agency Tlic only example we have had mow 
limited experience has been outstanding Theie is some reason to Ihinl > 
that an Authority will find it a little more difheiili to develop the higheil 
professional skill than an agency whifh operates on a functional ba&ia Por 
instance, if you have a geological survey .such as we have in the Unitel 
States, it is probably easiei to devcloji a high degree of profeasional com 
petence in your geological woik tlian it would be d you had the same ivotls 
being done in this province oi m that piovmce, some geologists in one 
place and some in another It may he moio desirable to have your work 
done all in an area basis, but one o[ the penalties may be a lower degree 
of professional skills Authoiitios and siimlai agencies have one weal 
ness, unless supplemented hv other deiiees they eaiinob well develop t 
national progiamme m a jiaiLieulai held 11 you have a valley authority 
for this liver and foi that rivci, eai li may develop its own firogramme, kill 
will be necessary to supplement the Valley Aiitlioiitics with some form ol 
a national organisation which can comp.irc piogruinmcs indifferent region! 
and pirepare some .soit of a balanced puogiamme 

(c) Goveinment corpoiations 

A government corjioiatioii comes unilcr the laws of your cential oi 
provincial government and it ordinaiily in corpoiates on the same term! 
that a private corjioration is established Aitiolcs of iiicorpoiafcion me 
filed, a capital fund contiibuted by the government is set up, piovision 
13 made for diiectois and to that extent it is a coinineicial ooiporation, 
The Authority is aftei all a goveinmont agency I mean the T V A, 
is a branch of the Federal Go\ eminent wheieab the corporation n nn 
independent corporation with government officials as its directors and 
with government funds Legally they may liave quite diffeient powers 
or they may be given similar powers The corpoiation maybe setup 
in any one of a number of wavs In the United States, for instance, 
if the Federal government authorises certain Federal officials to form 
a ooiporation, they could form it under a state law Pei haps that 
would not be true in other countiies The Federal Government might ere 
ate a corporation in itself The exact legal authority as to what it cun 
do and how it is to continue its job, would of course vary depend upon tk 
authority under which it is set up I am talking now about the oorpori. 
tion m which the government puts up all of the capital 
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Tle advantages of a eorpoiatum au- iiuuh hko 1110*^0 of an aiitliority 

/eJgive you a impoMiblo 

‘‘““gf red tape and ineflH'icnc-v, a i iiijini.U urn mi\1 give you .i IrL'.sli start 
r\rse amount of cajjiLul is pul u|) iiuLiallv, tlii' ciupoiatiou tluni can 
tone to operate as long as it lias capiliil \MtIion1 the iiccc-s.sity of going 
I® nnual appropriation, ddiat is paitiv a politic,il aiguminl There 
f're been tunes, ceitaiiily m llio Hnilod States ,is mil ,is m otlici count- 
y when there was a willingness ini the ji.iit ol \oui govcitiing body to 
“'priate money in huge (piiuitity Unit might not Inivc licen ]ircsent dt 
thettimes If yon have cataldished a coipoiation von can jnit up five 

I lllion dollars or any othci ainimnl, ol i.ipital and say that, this may be 
espeiitled foi purposes Tin n the cm point ion h.is ,i body of ca])itnl 

Jt IS independent of aiuinal .ippioin i,it ions II you li,ul put up a five 
■ ear development pi ogt.inuiH , iii.ulic in llic thud \c,u, flic p.irliament 
letuses to appropriate that ainouni Fiom ( h<- point ol view of a practical 
aJnimistratont makes a lot, (d difti icncc nln (lici yon have the money in hand 
to carry out your cntiic piogiaminc or vvhctlici \ou cKiicct to go back at 
iiiterrala and get the luoncv d'lus mcideiit.alU is one ol the aiguments 
Bjiiiist the corpoiatiuu timii the politicians point ol view He does not 
want to set up a corpoiation w liii h can iiin in(lc|»ciulcnt of the legislature 
for an indefinite ponod He vv,ints it to be kept iiiulei the contiol gene¬ 
rally ol a political body 

A corporation might also he given iiiilboiitv to issue bonds and thus 
reacli into the pin ale ('apit,il nniikd, possibly in a way that Ijie govern¬ 
ment cannot 01 in a vv.iy that was dcsnabic loi one reason or another 
Iliere la one otlicr advantage to a goveimneiit corpoiation which in cer- 
lam circumataiiccs might lie impoitant I’eiliaps iheie is some field of 
letivity that you hope iiUiiiiately will lie i.iiiied on by )iiivatc capital 
miinterested to begin it You luigtit, set. u|i n coipoiation and alter a num- 
tar of years transfer tlie cm pm,it,ion to a piivate mganr/ation That has 
happened m a nutnlici ot inst.itnes in llic United States It is possibly 
(jsier for a private oig.uiiz.Llion to t.ike ovei a iuiutimnng oiganization 
llisntotake over its idiysn al assets only As to disailv.intages, a govoin- 
iient corporation is not necessai ily”^ any moie competonb or any efficient 
than a government ageiu y Mciily bee.nise the government .agency is 
mefficient does not piove Unit a goveinnii'nl eoipoiation would therefore 
he efficient That is one ot tin* gnat fallacies which people fall into They 
!iy, well, our governnicnt is ®ri me miijicUmt, .so inefficient, if we could just 
get up some new loims ol govcinmeiit wc would rlo much better As I 
laid, it does give you a liesh stmt but that alone may not be enough One 
of the other disadv^aiitagcs 1 Inivi alieady [neritioiied, is that from thegov- 
(iniiient’s point of view a cotpoiation may' run without political direction. 
The government corpoiation capable ot catrying out a profitable oper¬ 
ation may run indchmtcdy witliout any diicction liom the central govern- 
ment which ore.ated it ft may get (oinplctely away fiom the objectivo set 
out in its articles of mcoiiKn.Ltion and it may lequnc some rather drastic 
sdioii Ml the part of the govrmning bo,lv' to (iiiicol its chiirtoi The in¬ 
dependence It has fumi annual iijipiopi lat.ioiis and snmhu things may allow 
it to gat Goinplotoly off the track Again, thoie is a disadvantage winch 
we have to judge in light of conditions in youi own country The corpo- 
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ration does introduce a new form of government, which probatly mllii 
be as well understood as your traditional forms of government, 11 ,]!! 
you always find that legislatures or parliaments are sceptical and host! 
to things they do not understand. ’ 

(d) Mixed corporations 

The mixed corporation is partly government and partly private, n, 
only difference between it and the government corporation is that jou 
permit private capital to come m on an equity basis The governnmi 
corporation or the authority may bo given the legal power to coatnct 
loans but the mixed corporation admits private capital on equity bus 
It can be set up in any proportion between private and public capita) 
from 61 % or more of the stock owned by government and a minority ol tU 
stock owned by private capital, or with a majority of the stock holdty 
private capital and minority held by the government. You will hmtbw 
part of the equity capital from both souices, and presumably theadmmii. 
tration will be provided by public and private sources 

There may be some advantage in admitting equity capital in that 
sort of a scheme For one thing it offers some pro.spect of bettor rotutns 
and higher dividends than the interest upon government loan. You may 
be able to draw out some private capital on an equity basis from peopfe 
who are unwilling to loan you the money on a fixed interest basis It may 
also hav^ the advantage of starting a more or loss formal capital market, 
You remember Dr Singer tallcod about some of the advantages of that, 
An organised capital market might be very important in under dovelopti 
countries. These are all possible advantages, which might not work out 
in practice There might be some advantages in having a mixture o[ 
public and private management You might got bettor administration tliaa 
could be provided by either alone That would depend greatly on the 
conditions in each country. 

The chief disadvantage of a mixed corporation is that the inter&stof 
a private investor, and the directors which he Iras selected, might be quite 
different than the interest of the government The interest of the govern, 
ment in a corporation might be to promote a certain type of activity mil 
add to the national wealth, but to restiict the dividends On the other 
hand, the private investor might want to ei^rn maximum dividends You 
could of course have some sort of a limit upon the dividends that could 
be earned, but when you do, then you make the equity capital begin to 
look more nearly hke a mortgage That is not the only place where the 
interest of a private investor and the government might diverge It 
might be very difficult to co-ordinate private and public leadership You 
might even have government administrative people and private adminis. 
tative people who have very different ideas about how things should 1*® 
done. The board of directors should formulate policies and resolve the 
conflicts so that the admimstrativo staff has only to carry out the pohcies 
of the board. 

I should have mentioned another advantage of a mixed corporation 
If you are thinking of turning this activity to private investors, it is probably 
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deal easier for the govorninonfc grachially to withdraw fiom an or- 
“■ tion -which has had some pnvato onteriniso in the beginning than 
, '"'^^1 j j,e to sell a completely government enterprise Mi-ted corporations, 
'^rt^larly if yo'^ have several of them, and if the mixtures are different, 

!-ivt rviniinn dr 


gal 


ceri 


tainlv moans different typos of government organizations, and again, 
^ote risk of misunderstanding. 

(fi) Co-operatives 


The last group I have listed aio cooperatives For instance, you 
i ht jiave a co-operative assoc,lation made up of a group of farmers 
ThoY might assume the responsibility for oonsti notion and distribution 
nfpoffer hnesand distribution of electricity in an area That is a form 
of 00 operative that has boon very satisfactory m the United States, 
pnder some circumstances it has a great deal to bo said for it In my 
rndgment, theie are certain loqmaites wlucli if not present severely 
limit olian'ces of your succos.s I think you must Imve in oxistonco already a 
sroup of people with certain common interests, a ooitain lelationslnp 
among each other, a certain degree of loadorsJiip already expressed If the 
farmers are well acquainted -with each other and liavo certain common 
interosts and loaders -within the area, then a siiccossful co-operative might 
lieformed. On the other liand if you weio getting ready to irrigate a new 
arcs of land in which there wore no pcopilo and you were going to recruit 
people from other districts and nipvo them in, tJioii T would tlimk that the 
chances of organizing a siicco.ssCul co-opeiativo would bo voiy very much 
smaller. If they wore stiangers to each other and porliapis not too well 
informed about the conditions in the now aioa, and t)io leadership which 
would naturally grow up in any settled community had not yet had a ohanoe 
to express itself, I think your clianco.s of foi ming a successful co-operative 
would be very pool Co-opotaiivos are one of the groat beautiful dreams 
ofplanning people For the most part, they have not boon successful, but 
that does not moan that they will not bo It depends upon the tradition 
withm your country I would think that in many areas where there is a 
fairly strong village organization, where tinng.s aio done by the village as 
a unit, it might very well have a lot ra of co-operative that could under¬ 
take many things If you aio talking about some now kind of activity with 

which the people have not had oxpononco or more particularly if you are 
talking about a new group of people, tlio co-oporative chances are much 
leas. 


VII Political Origin, Authority and Responsibility of a Resource 
Development Agency 

The next major subject is the political origin, authority andrespon.- 
eibility of a resource dcvclojnncnt agency Wliat I am talking about 
under this heading is hugely oi ivliolly irrospeotivo of the majoi typo of 
government organization Wo have talked about government agency, 
authority, government corporation, mixed corporation, and co-operative. 
Many problems are equally apphcablc, irrespective of the kind of agency. 
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StJBOBDINATION OF TECHNICAL TO TOUTICAL 

The first point 1 make here is, a technical agency is necessarily 
ordniate to the overall political power of a government I think tk I 
IS an extremely important point for technical people to bear m mindin 
cause I thinlc at certain times it has caused a gieat deal of mibundetatatii 
mg It seems to me m'nitable that a technical agency should be snbotii 
nate to your political powens and government fact, if yon 5,^^^ 
reasonably wide siiffcrage enjoyed by all or a large part of your pop^ij 
tion, it IS desirable that the tcclmical agency be subordinated to poliiid 
Government After all, our technical knowdedgo and our technical 
ability are not ends in themsidvcs, they aic a means to actomplisbienl 
of ends The latter are part of the ciiltuie and social ideology of your people 
In many instances I think technical people come to icgard their particulai 
technical speciality as hemg all important, without sometimes consifletahcn 
ol other factors that must iiecessaiily Ic taken into account 

Even if you were operating in a complete and absolute dictatorsbf 
which had no regard whatsoevei for tlic people but only for itself, yoiit 
technical people are st 11 and perhaps more, subordinate to the poliW 
organization than they would be in a dcinoiatic oiganization In othi 
words as a technical group, whether you are cngineei s or economists, or s'kt 
ever your technical speoiahty might be, you aie necessarily and I noulil 
saym many instances, desirably subordinate to political power of the 
country 

I think it IS w'lse to recognise that your political power, your political 
party, \ our political loaders, in a countiy may have somewhat different' 
objectives or goals than your technical people Someone has said tint 
politicians are mterestecl m getting re-elcctecl as much as anything else 
Your Prime Minister or your Minister is interested m the contmuata 
of his party in power At the same time I think we should start off mil 
the assumption that our political leaders are ns sincciein their patTiolm, 
they are as interested in our country ns are technical people And I tWii 
it is also probably wise to assume that they are as able in their particular 
field as the technical people That may not be true m a particular situa 
tion but I thmk it is better to start off with that assumption PerliajB 
in some mstances they are more able than the technical people, recogns 
mg that their functions are in different fields 

Most political leaders want the development and other progratniiics 
that their government sponsor to be as complete a success as do techmcil 
people vSorae mistakes have probably been made, but in many inafam 
the political leaders had considered other factors than the strictly econo 
mical They may have made a mistake in so doing, or they may hme 
under-estimated certain points, hut I think we ought to start out with th 
assumption that they are as eager to see our programme start off satis 
factorily and successfully as we ate 

Speaking as a former technical worker, now turned an administrator 
I would say that one of the most important jobs, particularly for 
the leader of any technical group, is to sell himself and his agency to liis 
superior, so that he has confidence in you and in your work If yoa hav6 
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mnlete confidence of your political aiipenora, whoever they may 

Tcan often prevail upon them not to do some of the things that 
'^' 5 ? k are serious mistakes and you can often-times guide their actions 
■’'(hat you desirable channels I think that it is possible 

'k ethevery highest standard of professional teclmical work in a 

Inina or a development agency, and at the same time consider the 

''Hi al situation, the political forces, the ])ohtical leadership and try to 
h vour programme into those I think that should and can bo done 
Uout any participation on your pait in paitisan political activities 
y u ran remain strictly neutral on partisan matters and still have a real 
Zmoe on most governemnt iirogramines ol any importance, There 
lie always political angles It is stupid to pretend that they are not 

there. 

What if you have frequent changes m political parties each 
mth a completely different piograrnmo ^ 

It seems to mo that it is rather unfortunate if your political 
partiesha\e great instability That is, d n programme is begun by one paily 
Ldcompletely abandoned or reversed by the other party and so on back- 
wardsMid forwards, certainly your country is going to suffer badly in terms 
of development But the only alteinativo would ho for your techmeal 
people to have greater authoi ity than your political pocple , m other words, 
l« have technical group completely independent of any {lohtical control 
The only logical consequence to that ih that shoitly your technical people 
usurp political control You have, m aome countiies, what started out to 
betechnical people now acluallv political people And when that happens, 
you: BO called technical pcofilc m.iy become a siijiei political power beyond 
any control of your citi/,cmy And I think the conscqucaocs would Joe 
far worse than the revorao If you do not have a certain amount of poli¬ 
tical stability m your country, it may Iiino serious repercussions upon the 
duvelopment programmes. Hut 1 do not think the solution is the creation 
of a super political power of tcchriic.il people 

QuMiion —Are thcic any umntrica in which rcsouice deyelopment 
programmes are aiqiported by all jiolitical parties ? 

Answer—In the United ytates we have half a dozen programmes in the 
rtaource field that have fiqiartiaun support—rcclaiiialion of and land, soil 
conservation of privately owned land, administration of national forests, 
jdniinistration of grazing distrara, and others Those have gone on 
indefinitely in the United ytatos since they were first set up If we 
were to have a complete ehango in political oigamsation, all those 
programmes would continue They might be modified, they might have 
more funds, they might have less iunds The jiarticular features of those 
programmes might be modified soinevvbat, but the progiamines themselves 
in general would ('ontiniio 

Ithinkit IS possible to havwi excellent woi king relationship with youi 
political superior iii a way that youi piogniinme strengtliciis wliat he is try- 
uigtodo After all, the only way t.hat lie can get any political capital out of 
your programme isa good job well done lie is just us eager, if ho is a good 
politician, as you to do a good job Tlicio are things you could do which 
Wight prove embarassing to him or thcio are other things which might fit 
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in with some of his political programmes Wh. 
I think technical people can be more clTectivo an 
standards of integrity and competence can be 
some realization of where they fit with legard to 

In a case where the admmistratoi seems on 
mistake, I would say that technical people shoul 
rep’-esen ation to him that hia pi oposed course 
the kind of confidence from you political leaders 
such a presentat on on your part should have 
United States there are many instances in whicl 
sions take place among the political loadeis ane 
department Sometimes some compromises ci 
mean to say at all that your technical people s 
matters and particularly should not criticise prc 
I do think you have got to recognise that either 
political structure of your country or else you b 
rising completely above it 

Basic nBaAn agthoiii'' 


What IS the basio legal authoity for the 
gramme and the agency « If it was an Act that 
ment, or your governing body, what aie the j 
What was its history If public heaiings were 
open debates on it, what do tliey say If the 
what are its terms and its history Now peril 
countries but I know m the United States thei o 
people who are unfortunately ignoi ant of the ba 
their work rests I think that is a most soiioua 
you should do. and any new employees tliat you 
become familiar with vour basic legislation and 
many instances you will find the Act peimits you 
things, but on the other hand it may pro In bit yoi. 


There are two broad lines of tliought as to wli 
do Oneofth mi that he should stick rathei olo 
intent of his enabling legislation If it foi b 
that he wants to do, of course he should not d 
thought 13 that the administrator should do wha 
fo do, unless it is expressly forbiden by his enal 
words, these are sometimes called ‘strict consti 

structists In many instances it may be difficull 

legislation was really intended to cover the situi 
^ve some difficult decisions to make. My owi 
tha . an admi istrative group on the whol will bo 
f V legislation If you think the lef 

It should be amended or modified, then by all mea 
Hon of your political leader and try to get the 
while It remains a law under which you opeiate, 
wise to stick closely to it. J f • 
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Jis I sa-y- ^ thing you or any of your employees should 

, „ ,g what are their legal powci s You may find in many instances that 
fLare not what you think they are, unless you have recently read the Act 
nd the order under which you i eally operate This sounds so ai riplo and so 
\nieiitary, and yet my experience h'S b'* ii that it is so often ignored or 
Neglected that I put it as a very lugli prionty 


Creation of a resource development aqenot 

How and by whom is the resource development agency created and its 
top peteon or persons chosen 2 That in turn frequently o s back to the 
esnWing Act or the enabling order, and also to tlie earlier discussion about 
political versus technical responsibility Your agency was created m some 
y/iy hy an Act of your Parliament or by an executive' order or something 
of that kind Now, how was that created, and by whom, or what was the 
opposition and so on ^ 

In the United States our agencies were created onginally by Congress 
with one party or the other m power Ordinarily there was a considerable 
amount of bipartiaen suppoit at the beginning and this has often continued 

The Act or the order may itself estabhs who are to be the top personnel 
in the agency They may bo cc-nfino pci sons On the other hand there 
maybe considerable latitude of appointment on the part of someone. Per¬ 
haps your Prime Ministei or the minister of your department an have vir¬ 
tually a free hand m the appoinlmonts for a pai ticular resource agency. 
Well, then the question comes, what sort of factois docs he coniider in making 
siich an appointment and whom has he (o choos from in making these 
appointments * Even in the United States where thei e are many thousands 
of well trained people, it is by no m'nns easy to find a truly outstanding 
leader for a pai ticular programme To firid a man of great professional 
ability, of good training, and with experience, is often a difficult matter I 
ihoiild imagine that in an underdeveloped country the problem would be 
infinitely more difficult In one sense it might be fasier, because often you 
harernly a few possible 'andidates If any of you have ever had the ex¬ 
perience of trying to find someone to fill what you consid r to be an important 
apot in an organization, you know that it is by no means easy to find such 
a person The vaiious fnctors consideicd wil differ and tlie weight put on 
them will differ, under diffeient Cl cumstances. Ifyou are establishing a new 
irrigation department or an agricultural credit department, you may insist 
that the person at the head of it b technically trained. That of course 
eliminates a large number of people. Or vou may insist he should have had 
adminiBtrntivc experience, which will eliminate u considerable number of 
people and usually d fferent people from the first test. Ultimately you are 
likely to get down to a choi e between a very few indivinuals None of 
them may be fully satisfactory. 

The initial choice of people to head an apg’ncy is an extremely important 
MBthr, It 13 ore that needs par jculnr consideration, because the charaote* 
ofthe organivation and its productivity for a long while are going to depend 
predominantly or lai gely upon the top person. Amy agency in time tends 
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■to take on a lot of tho charactoristica of its top leaders If any 
poorly run, then tho rcsponaihllity is always that of the top 1 
On the other hand, if it m a well iim agoney, a lot of the credn 
to the top leadeiahip The problems ot each agency are different i 
way it solves them is different. Hut it it docs not solve a particularproi|W 
then I put the responsibility on tho top leadership ^ ® 



In setting up tho ton plcadcrship of an oiganization, the pathtali, 

personabties may turn out to be very important If you get an outstaniliii, 
and able person who remains there over a period of years, your ageacjl 
likely to have one kind of history and one kind of an experience If huuj 
less competent person, or if you have many I'htingcs in persons, or if you bn 
someone at the head who is not working harmoniously with his aupei® 
you can have a difficult time of things As technical people within an asenn 
there is ordinarily nothing you can do to influence the choice of a leaderfe 
your agency My guess is that in time the members of this group, etn 
of them, are likely to be heads of resource development agencies, nationallj 
or within a province. And some of you may find that it is not as esByto 
he tho head of an organization as it la sometimes to be a member d il, 
In other words, it is much easier to see how an agency should be run irb 
you are not actually running it, than it la when you are runmng it I kum 
again from some experience. 

Even though as a member of an agency you cannot influence the sitm 
tion, it is well to be aware of it In other words, there are some kindaol 
things which some agencies can do under certain Icade ship and under i 
certain political climate which could nob ho clone under other ciroumstanw 
and other political climates A lot will deyicnd upon particular technitil 
people If they have great independent professional stature, so that tto 
abilities were well known and widely recognised witliin their country, aetrotj 
stand on their part in opposition to a programme would be extremely effeclivi 
On the other hand if their ability was less or if they wore less well knoM, 
or if in the post they had been wrong m similar situations, then of coutBelh 
pohtical leaders might pay much less attention to them 


MaINTHNANOE OE OOMMtJNIOATION 

By what method does the resource development agency mamtain com 
ffiunication with the political person or body to whom it is responsible' h 
my thmking that is an extremely important matter I deliberately used tie 
term communications’ in its very broadest sense to mean a common undei 
standing. The communications may be formal and written or they mayh 
informal and verbal They may take any one of many forms, and may h 
mefifective or effective m a great many different ways You may get from 
your minister or other pohtical agency, formal orders or formal instructioiu 
or formal statements of policies Those formal things are of course exttciM' 
by important As a technical or administrative agency you may make rek 
tively formal reports to the pohtical sponsors or pohtical agencies to wW 
you are lesponsible. You may make a formal annual report which fflsj 
or nmy not be pubUshed You may have occasion m various situations to 
ask for instructions, or for a pohoy statement 
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ifiicli more important ordinarily, and nunli 

are the informal and the ptTminaliniifa'ti Iiuin'iiv i mi\ 

Sjfo’the deoidmg ones. If you arc the lu'ii'l <■! ' '■ 

Mtion department, do you know tlu> iniiimtrr pi r .■ ii oi' n * 
fLjjnowhlm? How much attcntnm willli<'|"*> ' '* ' ‘ 

/.(tousandind one qucHtiona that luc not ca'o tu iMtuc .u. ^ j ; 
Jleiilttoknow the answer In the Unilcd .S( ih <. I ' > 

excellent working relationHhip not only willi tlnir icpirti-* 
lit with mS'ny people in Coiinrr - I r<'"‘>'io •' foti- 

difa in each country. Aa I unilcrotand flic 1 iiH"! h.nii'd"ttt ( i. 
jaiPjrlinment,ordinarily the C'ml Seivaiit will not i one U't‘' 'or 
withMembera of Parliament, 


rlifto nit I put 'ii f.!ir 


iljt a 1 

i . the 

I w » * 11 

Iloxf' 
I il ir|v 
/' (e < 

1 c oil 
‘ '1 If o u 

■ f i 11 t* 
‘ lit tl t 


TlieperBoiialcontacts which joil lia\e aie 1 till Mild', imp ut ut h.-I 

liiveasmuch or moic to do with the surri'M', 111 a iiio,'0''“im fttiu oil wttio* 

lefined econoiDio analysis oi othei anahnei wlinii 'lOii iii>», to .| ,> If m 
lometomake the finest jilaiKs fill a fcidiim al m a pi mono'on mitinius 
ttativeagenoy, if you cannot sell them. In that i ciiiu'i (mu to> n .i, inniu'. 
IrjlMinan agency has a particular re,s|ioii;iiliiJiti II tho le .oi i-t • Sk. InirfMii 
or Ite department or wliattner you (all it. Ini', tin- lu.bj'U i‘ y n ilulit', tor 
contacts with political agencies ami with the gi.n>'iiil pnl'u , • , .,n la. 

ilonldets what the general relationship 111 I wi'i'ii tin .ipi m.uel fhi piihiu'ikl 

a lot (it help tiom hi'i'll ill III Ic'' 111. ' .i-ry th" hmd 



One speoifio suggest Kill I would imiLo (n ..ou m ilmt I'lntoifinn (Ir- 
JiMtily your efforts at gaining puhlu' unih'i'il'iii'hia' and utoii't'-taiuluig 
lyitegoveniuig mcnilicrs of i, our eilunli\ will he tm're etl' > 11 1 m tiir"i an 
we tenches a oontrovensiul stage .Mii., , ,,ntt"’. ■ ri", lui'i lirokin out 
oiersotne policy and after it hii'i III I Cline ,i jmlilte u iio , I'rdm.itiK vnurui- 

taiiceis not going to ho \r'rv giiait hm no e imi.t jeilirual fip’uti i will ha’.e 
liken positions, either puhhidy oi with i eri iin unjii'tl'int jeirf,., nt their 
constiluenoy. If their jumitnm is ililfeu nl to ^"ln mu'P*'''I"u. vou att* tuiVi.- 

ifjta to reverse therasclv'c.s after tho\ ha-eatri i>i\ id.iti float j tuition, 

udtiiat 18 very difficult. 01 oourst' if their im ili"ti ei the < luie a.a viui urn 
ittotMnending then there is no point m \oui rei tiioineniiatiotiu 


To the extent that j ou are alih- to pulo v in .ue'i tluit arci goiiiif 

sansem months or years ahead, ami tn tlm (ntint that \nueaii diseuftB 
ta with members of the oahuiH, wlulo ,he^ a,e still lu llmir foimiHvu 
beenme ,t ,,uh)„ ,. voiir intluom'o i.t likely 
irrir '"‘‘‘l «>■" '*'• ''..'.ika t,ut inl., puhh,. em¬ 
it PiKtnf u**'i,^*^*'f'l* ami ‘i.i\, \iiu tiro on the wrong tudo of 

(ItreiIielvrliffin’uV*'i*^^'^^ '""'"‘'•'•'"1 '‘"d. net Iiiullv, It may Imj 

Hound veryi 

I--".™.,® TI,oT,s.“■ 

T^...dt" I" t'.i- r ntii ft liltir. lilt iii.ft. - 

go 80 far as to say that it m liotter to bn in open ouulliet 
governing hcxly than it ii to bo ignored by them. If 
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you are trying to carry out some technical planning work in an undsTdBv.v 
ed country or for that matter in a highly developed country, no matter? 
competont your woik seems tochnically to your professional colWu? 
It IS unknown, it just does not exist Its influence wdl be of course vm? 
hmited. The ideal situation is when the planning agency or techmoal ii 
IS widely known in the countiy as competent That is the ideal situLl 
That IS something that you do not build overnight It is extremely 
ant for an admimatrative develoiiment agency to have m mind how its i 
are going to be used m a national progiammo 


AuTHoamiis and towiers or development aqbnoms 

What are the authorities and powers which the resource developum 
agency possesses^ They grow out of the Act or the order establishingtt( 
agency. That carries us back to what I said about reading your basic Itgj, 
lation or order and knowing what it is These authorities and powers on 
be divided mto three broad categories, administrative, financial and lejil 
Those are rather broad terms to describe a series of authoritias. 

(a) Admimatrative powers 

The admimatrative powers aio mainly two First with regard to pei 
sonnel. If you are in a resource development agency what authority di 
you have to employ personnel^ How do you select them* What sort ol 
salaries can you pay them? How many can you employ* and the lib 
The resource development agency may bo subject to all the limitations tk 
apply to government generally I know that many countries in thisptit 
of the world have systems of civil service and use of personnel that aresmi 
lar to those which we have m the Umted States or m the United Kingdom 
The idea of selections based upon examination, definite raise in Balatiev, 
retirement systems, and all the rest of it are included, I think m general tk 
the security of the government worker has gone to the point where it k 
probably reduced government efficiency Wo exercise too much ooncen 
over the security of the employee with tho result that we undoubtedly hsn 
less efficiency than we would have ifitweie easier to discharge someone 
But those are some of tho facts that we have to contend with If a corpoii- 
tion IS set up, lb may or may not have the same restrictions, or if it has did 
ent restrictions, they may not be more effective One of the possible ad' 
vantages of government corporations is that you can have a freer band in 
personnel pohey, Well, maybe you will or maybe you won’t Ifyondi 
have a freer hand, maybe you will exercise it to bettor over advantage and 
may be you will not. 

Are there any pohtioal considerations involved in appointments oi 
personnel* Generally speaking, technical agencies dishke very much to 
give any consideration to political factors in hiring personnel, and I would 
heartily echo those sentiments It does not, however, invariably work out 
badly It depends a lot on the circumstances under which the politicil 
appointments are made If they are made as a means of rewarding soil) 


206 



OBGAMIZATJON AND ADMINIS'CRATION 


pol 


P' 


Jitjcal hack, then you are likely to get mefBcioncy and incompetence and 
s maubordmation after he Ima been employed But if you are m a 
as many of your countries may be, when you are undergomg almost 
jeful revolution, when great new horizons are openmg up, and you 
need the beat brains, the best competence the country can afford You 
In sometimes staff a programme that way People who would normally 
not be interested in government sei vices, will go into government m time 
of national emergency, not only war but special government programmes 
You may attract a typio of jicrsonnol that otherwise you would not get 
go as I si'-yi pohtical considerations are not invariably and completely dis¬ 
advantageous 


The other item under Administrative Powers, is the power to expand 
funds I do not know what the customary practice is in the countries re¬ 
presented here, but m the United States the appropriation made by the 
Congress and approved by the President puts at our disposal certam funds, 
for various purposes. Prom then on, until those funds are expended, res¬ 
ponsibility for their expenditure is entirely in our hands, except that we 
must keep accounts on pi escribed lines Those accounts are audited by an 
oufside independent agency, namely in our case, the General Accountmg 
Office It is responsible to the Congress and not to the President That 
agency ensures that the money was spent honestly and for the purposes 
forffhich it was set up The administrator of a programme, such as an irri¬ 
gation programme, ought to know what the expenditure regulations and 
policies are. He does not need to be an accountant, he may have a staff 
of accountants But he should know for his own protection the limitations 
to which he is subjected and also the possibilities there are. 


(b) Financial and fiscal powers 

Under the strictly financial and liscal poweis the first question is, by 
what process are the funds made available to you* What is your appropria¬ 
tion process? The mo.st modem government practice is for an agency to 
prepare an annual budget, indicating why it wants funds, what it proposes 
to do with them and what it expects to accomplish with them. In a great 
many respects that sort of a statement is similar to the projects reports that 
you are now preparing Your project reports list the various features of a 
project, indicate what you expect to accomplish, what funds it is gomg to 
take, what are you gomg to produce, etc If you or your minister goes to 
the parhament annually for a appropiiation, he and the parhament are 
likely to want a similar kind of analysis What do you expect to do with 
these funds and what do you expect to accomplish if they are given* 

And agam, of course, the practice differs a great deal m the extent of the 
responsibility of the agency in the support of those funds In the United 
States, the Bureau within the department, in other words, the ofSee withm 
themmistry, defends its own budget One of the reasons I want to get back 
to Washington as soon as this Training Centre is over, is because ordmanly 
somewhere around the 10—16 of January I go up to our House of Repre¬ 
sentatives and I explain to a committee our proposed budget for the fiscal 
year begmnmg July 1 A great deal depends on the kind of presentation 
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made. If you do a good ]ob, you may get tho money requested but 
do not do a good job, you probably get a good deal less. It la also a \foiiSt 
ful opportunity for an administrator to review criticallj what his agency ^ 
done. 

Does tho agency have authonty and if so under what conditionB to 
incur obligations m excess of its available funds or to use for one purao® 
funds oiigmally made available for another purpose? If your 
operates on an annual appropriation bauis, us moat countries do, thathasa 
great many disadvantages bom the point of view of a resource developumi 
programme, which is not confined to one year If you begin to constructi 
project you want to carry on througli One device that has been employsi 
rather extensively m the United Stales is to uuthouze an agency tointm 
obligations in excess of appropriations, to aullioiizo some future expendi 
ture. For some of our big dams it takes three years to build tho bit 
generators Until they are ready for delivery you are not obligated to pay 
anything, and if for any leason they were not delivered then you would mi 
pay for them On the other hand, tho corapiany wants to he assured tkl 
the money will be available when the generator is delivered. The Congress 
in an appropriation act authorizes you to incur expenditures for future years 
That IS in effect a promisory note on then part that they will honour later 
So far there have been no instances in which they have not Congress u 
reluctant to make such authorization for the future but once having made 
them, it does honour them That is an authonty which may or may nos 
exist Particularly as some of your countries aie in a formative stage in 
fiscal policies, that is something which might well bo borne in mmd 

An alternative is to make your aiipropnations on an annual basis butto 
permit the money to be available until expended, in other words, to appro 
pnate the money this year for the generator which will be delivered thres 
years later and let that money stay there available until expended There 
are some objections to that from the administrativo and the fiscal poinli 
of view. It tends to free the administrative agency from review and control 
by the legislative body It makes tho money available to you on the assump 
tion that lb 18 going to be needed m thieo years, but supposing that you do 
not make use of it for five years, in a sense it has lost control From thi 
fiscal point of view it means that you have got largo balances of pubht 
funds tied up for tho future hut not used Particularly if your availahh 
resources are limited, it may tie up an unroasonablo part of them for some 
future expenditure. 

Suppose you have been, given funds for some purpose by your parlii 
ment for a year, and some entirely unexpected situation arises, do you haw 
authority to devote funds to meet that emergency ? I can give you Ivo 
or three specific illustrations Suppose that as an irrigation department 
you have some money to operate an irrigation system and you have some 
more money to build some additional works Suppose that you get a severe 
canal break or some other physical damage to one of youi existing featees, 
which you cannot possibly repair with the money that is available for tta 
operation and maintenance of that project, and. suppose further that it is 
going to be 6 months or more until your parhament meets again lu the 
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luo a great deal of damage could bo dono to tho farmers under that 
"po you have the authoiity to eJuft funds from tho construction of 
I ffercnt project to the einei gency iopair ot this project^ Supposing that 
'“'" firebreaks out on government forest lands, do you have the authority 
‘“nj funds in the suppiossioii of lluit lorest hie? Wo expend funds for 
? f nose oven though they aio Ufipiopnatoil i.ii some othor purpose. 
^ j has replaced those funds u'hieli weio expended for the omoigenoy 


of youi eoiintiies, if you luo Imildmg a government structure, 
forrosource dovolopmont, you might well bear some ot tlioso things in mind 
eg possibilities 

If your agency la autlioi ized to .sjiond funds eitlior during the fiscal 

ror at some future time, wdl tjio casJi ho availafilo when you got ready to 
Liil it’ That la a pioblom outside youi juiisdiotion, as head oi a reaonreo 
/oTclopmont agency It you aio ( one or nod willi tlio giuicral fiscal pohoies 
ofa country, it IS soinotlung foi you to oonsidoi But oven a resource de¬ 
velopment man ought to be faulv well aware of tho pioblom If yonr 
coTernment is fully rcsponsiblo and capatilo, it will not of course appropriate 
Eoneythatit cannot exporul, because no mattoi liow limited your country’s 
moinoos are, you have not aocomjihsliod anytlnng by appropnatmg money 
andogroemg to do aoinethuig wliicli, when it comos light down to it, you 
have not got the cash to do 

Amorp likely Hitiiation is tfiat >011 start upon a progiammo to take 
seroralyears and you jilan out a dolmito piogrammo, year by year, as you 
aresupposod to do, and tlie govoi ninent emliaiks upon it but halfway 
through it, it oitlior changes it.s mind about tlie wisdom of compiloting this 
project, or it changes its mmd iitiout its pi loi itv in relation to othor projects, 
or what is more probahle, some oiitirely unexpected situation arises Take 
theextreme case ot war, lor oxatripio WitJi tfio lic.st of intentions, a project 
isbegunthatis going to Lake live 01 ten yoais to complete, and you got two 
or three or four years into it, and youi country gets involved in some sort of 
8n international situation, juioiities li.ive to bo drastically 'revised. 
Obviously under tlioso cm umstanoes, youi programme may have to be 
cha geil end again tluit is coniple'ely outsido your control to do 
anything about Alltliat you can do is to have borne mmind through- 
outtheearly stages the piossibility tliat something like that should happen, 
wthityouaroin the best piosition to close up youi piojcct or carry it foiward 
it a, greatly reduced pace, with tho minimum of loss If you were budding 
roads, instead of having say ,'100 miles of road under constiuction all at once, 
in a particular areh, and taking a year to coinploto it, may ho it will bo 
belter to have 50 miles pf this loiul uikUu eonstiuction and have it com. 
plstedin two to three rnoiitlis In othoi woids, carry out your programme 
in such a way that it could he adjusted downward quickly and on short 
notice with the minimum ot Ioh.s I’oihaps that situation will not arise 
Perhaps your country is loi tunato enough to ignore oomjilotoly and safely 
such thmga, but may bo not 

One last point arises under tins gonoial Iioadmg of finanoial powers 
Supposing that you have made some rather careful jilans, but in actual prac¬ 
tice it works out qmto differently than you had plaimod Perhaps you 
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estimate the cost of building a dam at a certain figure and when youactml 
ly got to building it it costs you 25 % more What do you do^ Howfar^Ji 
the agency itself have authority to raako changes i How far must it retw 
the matter to the sponsoring oi autlunizing political body^ If the usetso! 
an irrigation project or a hydro-electric distribution project contraotto 
repay the costs and the cost rises much more than you had estimated, pet 
haps to the point whore the users cannot afford to pay for it, does' joj, 
agency have authority to reduce those prices or wiito off part of the oosll 
This comes back to the point as to wliothor your project is selfliquidatiniot 
not There are probably no general rules that you can lay down in 
cases The situation will differ from country to country In some inaUm, 
you will have the authority to make adjustment, and in others you will not, 
Again it 18 something you ought to bear in mind 

L&gal powers 

(c) The legal powers of a resource development agency cm 
be divided into three categories The first one is to make a contract, 1 
am not familiar with the legal systems of the countries here involved, but, 
if your legal systems are generally similar to those in the United States ot 
Umted Kingdom, the essence of a contract is that it is binding It definitely 
holds both parties to certain courses of action The authority to enter 
into a contract which is binding upon the govcinment is a very importaai 
authority Contracts can bo ot two major types, one is a contract for 
construction in which you commit the Government to expend a oertara 
amount of money m return for a certain construction, and the second rs that 
you enter into a contract with organizations or individuals by whicli 
they agree to make certain payments to you In our practice, the second 
type would be exemplified by a contract with an irrigation district in whict 
the district agrees to repay certain of the project costs Somewhere mthe 
government there must be authority to make conti acts for expenditure o! 
funds and for repayment, if repayment is expected That authority mav 
be lodged only with the mimster or it may be in lowei units of government 

If you are in an administrative position, yon most certainly should know 
precisely what your legal authorities are, so that you do not overstep them, 

A seen. 1 legal authority is what we call the right of eminent domain, 
or the right of the government to take land for its purpose I know you 
have that light under different names m different countries What aretk 
rights of your government to take piivately owned land for public purpose 
and how do you define ‘public purposes’^ For instance, there may be a trad 
of land within an irrigation district which the owner does not wish to sell, 
and IS unwilling to use for irrigation It i.s a public pilrpose to take that 
land from him, with due compensation, and sell it to other private indivi 
duals for irrigation^ Or is public purpose limited for instance, rights ot 
way foi canals* That again will vary from country to country anl as so 
admmistrator you must knovy what your autliontics are 

The way in which that right is exercised may differ too. In th 
Umted States you can file in court a declaration of taking and just take pos 
session of the land Then the whole proceduie of payment and so on is 
earned out in a subsequent legal action Ordinarily for a resource develop 
ment project that sort of thmg is unnecessary but if you are buildmg a oaiisl 
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h one irrigated area in ordei to reach anothei ungated area, you may 
rTsome difficult problems One of the things you ouglit to think about 
h n nlannmg your project is to allow sulFicicnt time to go through legal 
'^"cedures m order to acquire those aieas. It is customary with us for in- 
Cnce to start to acquire lights of way a couple of years oi more before we 
es ectthe construction to reach that jiaitienlar aua 

Can the agency bring fuiit against nuliv-uluals or groups of individuals 
(Jean it m turn be sued by them' Lt you liave entered into a contract, 
with somebody and they delaulb on the contiaet, does your agency have the 
uthority to bring suit against thorn in the local eomti' If it is allowed, 
Wisit done^ In the United States such tuiita are made by the Depart¬ 
ment of Justice There are various details which vaiy fiom country to coun- 
irv But again as administrator, irrespective of your own profession 
hick ground, you ought to have Home knowledge of this sort of thing You 
may Med to have competent lawyers in your agency 

DrAFTINCI RKIlISLATtON 

Ithink your technical and administrative people liave a further resjionsi- 
kihty to aid your political poveis in the drafting of new legislation 
Tliitraay be a fairly important thing m under developed countries After 
all social instruments such as laws may he just as important to your deve- 
lopment as a physical instrument As Di iSinger pointed out in one of 
hi8 lectures, the knowledge that a countiy has, may be just as impoitant 
as a, physical asset The diafting of good legislation calls for at least two 
broad types of skill one ih tceliincal knowledge, whether it is irrigation or 
agricultural or whatever it is, sceoiul, somebody in the group must have 
some knowledge of how to draft legmlation with the minimum of ambiguity 
and misunderstanding Again, the noimal jiraetico may dillcr consider¬ 
ably in different countiie.s 111 addition to the formal practice there is 
frequently an mfoimal practice In othei words if your minister wants 
to sponsor a bill,he may call formally on you lor some help or ho may 
tilk informally with you However, it is clone, one of the leal responsibili¬ 
ties of technical people is to aid in di.ittmg ol legmlation 

IX Organization and Operation Problems 


The nest major subject is the oiganr/ntion and operation problems which 
an agency must face I am trying to jmt tins in bioad terms Whether 
you have a straight government agency, a Valley Authority, a government 
corporation, or a mixed eorpioiatnm, you will be faced with most if not 
all of these problems d’hese are gciieial organization problems that almost 
any agency will liavo to face 

Division into comtunicnt parts 

The first point is division of your agency into component parts If you 
have only a very simple organization and there is not any division into com¬ 
ponent parts, there ought to ho a definite division of responsibihty among 
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you If your agency ia any larger than perhaps four or five or eight tjw 
people, you are almost surely going to divide it into some sort of sub unfe 
Then the question comes, on ivhat basis do you divide into sub-units 
■ffhat are the functions and responsibilities of each’ In some mstauces you 
have httle opportunity for a decision Maybo the decisions have already 
been made for you Your minister or your superior perhaps has already 
made the division into units You may iecl that a different organizalioa 
would bo better, but it is hardly woithwhile to change this present ont 
On the other hand, particularly m a new programme, or m an expandijg 
programme, the form of organization is often times open to change 

There are two broad bases for division ono is along functional lines and 
the other is along geographical lines On the functional line m agncul 
ture you might have crops, soils, livestock and other branches Or if you 
are an engine'ring orgamzation, you might have designing engineers, con 
struction engineers, and the like. In any of them you might have a unit 
that was responsible for strictly administrative activ ities In the United 
States we call it “housekeeping” This includes the issuing of cheques, the 
payment of expenses, and the'paymcrits foi various purposes as well as what 
ever necessary papers have to be made out in tlie appointment of personnel 
and the like Depending again upon the kind of work, you may have i 
separate legal staff. Sometimes you may have a separate unit for information 
work 

Whatever the number of units on a functional basis, and oven as Isay, 
if you have a few people, say half a dozen, you ought to have a clear defimtion 
of their duties, One of the most common things that happens when an 
outsider goes into an organization, any organization, is to find some instan 
ces when two of you are thinking the same thing is your job or to find certain 
jobs which everyone agrees have to be done but nobody accepts the res 
ponsibility for them One of the first things that any unit, no matter hoiv 
large or small, should do, is to have definition of duties for each peiaon 
If it IS a larger organization, you should have to define the duties of the 
different branches and how the work in one bianch relates to another 

If you are talking about an irrigation project, or a single small staff ofe 
central office, you just have one unit and that IS all there is to it Butii 
you are talking about an irrigation programme for a province or for a 
country, you are hkely to have several projects One of the first things is 
to decide whether each or those projects shall be handled under separate 
admimstrative units, or whether they shall all be under the central office 
Often times it is most advantageous to have each geographically distinct 
project made a separate administrative unit There are times when that 
is not so simple If you are tallimg about an irrigation project, it has de 
feite physical boundaries and definite physical works That is simpk. 
But supposing you are talking about an agricultural programme which is 
carried on all over the province or country, maybo you will run it fiom youi 
central office, but probably you will have sub-offices Then the question 
comes, where will you draw the boundaries 

Again, there are two broad types of cnterias which you use one is what 
1 call natural or physical boundaiiea, and second, pobtical or governniental 
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ndaries In the case of an irrigation project, it la quite simple A lot 
I " nds on the kind of work and the kind of contacts you have If your 
rowanirop is cained out largely within your own agency and it la intimately 
'’l etl to several pliysiciil features sucli as nn irrigation project, then it is 
letter to have it along phyaieal lines, even though that may cut appoas two 
r more units of locnl government Otlier programinea may be closely re- 
lated to the activities of loeal governments that your geographic siib-divi- 
Sion should follow tlieir boundaiies 


Span os control 

In general, no one peraon can supervise the work of a large number of 
people A lot depends on the circumstancea If each person is doing the 
Mine sort of work, you can have a supervisor for perhaps 20 or 30 em¬ 
ployees. On the other hand, if you were a general administrator and you 
have four or five distinctly functional linc.s of work, that might be all you 
can effectively supervise II you attempt to have too many different Imes 
(if iiork supervised by one per son, the result is confusion and inefficiencv. 
Thiflis related to this matter of centralization and decentralization to which 
I will refei later 

The idea of a limitation on number of persons one individual can super¬ 
vise is known as the span of control concept In general, one person cannot 
ordiuanly supervise more than 10 people effectively If there are a larger 
miniber of persons, particularly if the job of each is different, it is ordinarily 
desirable to have some lutcrmediato units in the organization Pot instance, 
if there arc 30 irrigation projects in a country, it may be desirable to have 
assistan s, each in charge of groups of 5 to 10 projects, Ho could then 
report to you, if you are the d rector Ho could true each project closer 
attention than you could possibly do, and at the same time could refer to 
you the important matters for your final decision, 


Co-OBDINATION OF FILNOTIONAL AND OBOGBAPHIO SPECIALIZED UNITa 

How do you organize a programme of any size, which has a lot of dif¬ 
ferent physical features, required specialized types of knowledge, and also 
has a wide geographic organization ^ There are two broad types of organiza¬ 
tion known as line and line-staff organizations These are illustrated in the 
attached diagram Your directoi, or whatever you call him, divides up 
his work for simplicity’s sake into three brandies, (a), (b) and (c) 
Per instance he may have a designing engineer, a construction engineer, and 
an electrical engineer This division along functional lines is repeated at 
national, regional and district offices The employees in each functional 
line are responsible to their superiors in the same functional line There is no 
coordinating mechanism except at the ery top This is the extreme of 
functional organization In the agricultural field, one function might bo 
research, another extension, another inspection, etc. 
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The contrasting form of organization is a line and staff nreanizatioj 
Tt has divisions (a), (b) and (l) at the natioii.il level It has also ce^ 
and district offices Tlieliiie ol anthonty nms from the national direct 
to the regional head to the district head f''iich has the responailnlitj oj 

coordinating both functional and geographic units under liis dneitwn 

The regional office may also have a specialijt in (a), (b) and (c) functiona' 
Likewise, the district otlioo may have hitnilar sjieciahsts Ir, eadl 
instance, these functional spcdalists aic aiilioi diiiatc to their gcographio 
head At any let cltliis lop pcrwin, -n hoc\ er he is has the iesporisihlityo( 
CO ordinating these various functional specialities foi his area, aud also ol 
co-ordinating any geographic units suboidiiiato to him. 


MAJOR TYPES OF RESOURCE AGENCY ORGANIZATION 
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. (, matter of fact few orgai,.zationH are complotely at the extreme 
av or the other They aJl have a degree ot comptomiso between 
T iwnal specialization and geog aphu; spociali/ation The question 
t rathe compromise takes place and liow the necessary details are recon- 
Vd'oiie against the other Generally speaking, m lesource development 
*'^^jpjga geograpihic considerations ought to take piclereiiee in the 
{j”s the emphasis has been upon geog apbn Hpecuili/ation 
1 j might point out to some extent that your national government or 
ourpiovmcial government have the sanio piobleins Most governments 
\organized in the fotm of dejiai linentM, nunmtues and what not and those 
L aub divided into various sub scrAiona But those piogiammes ought 
tJhave a considerable measuto of conststenci' aiul ought to add up to some- 
tkingforaparticulai atea The govetnmont may be carrying out a pro- 
jramme which considered by itself sounrls good But some oLlier branch of 
Leiiiment may be cairying out a difieient ])rograniine whicli, considered 
jlone also seems satisfactory, but which actually conflicts with the first 
one In my judgment there has never been any thoroughly satisfactory 
,{solution of this problem 


STAirrrHO oir AaicNCias 

An agency in time is what its jieoplo are like. I moan, if you have 
ible,energetic, idealistic people, you aio going to have an outstanding agency 
uliichis going to accomplish a lot On the othoi hand, if you have got a 
lot of personnel who are not genuinely jnU'resled in then work and are 
negative or passive m their attitudes, you are going to have a jioor develop¬ 
ment programme 

One of the first questions Is, ‘ How many woi kers do you need in your 
Bgenoyi’ The first pnncijile ot administration is to get done the job that 
jou were given to do, but the sv'cond prmcijile is to get it done with the 
minimum of man power and the niiniiniini of expense Because after all the 
idministrative part may be extiemely important and absolutely necessary, 
tut only to enable the productive specialists to produce I do admit that 
administrative people are not productive But as an administrator my main 
ac omplishment is to give somebody else a chance to do his job, to get some- 
Iting done. 

The question now comes ‘ How many workers do you need on the 
job to carry out the work which has been given to you and what kind of 
abiby should they have ^ ’ It may be difficult to answer that, particularly 
if you are starting out with a new programme You may not fully reali e 
the magnitude of your task However, a great deal of progress has been 
made in many countries, in government as well as in private business, in use 
of work load studios How much output can you reasonably expect from an 
iveragepeiBon whether it is filing Icttcia or typing letters, or anyone often 
thousand things ^ Studies can bo made ot each specific job, usually by a 
(orapetent pe^’sen who is not particularly skilled in doing that particular 
job On the basis of such studios reasonable standards of average output 
Can be established Ruch studies are common in the United States, both in 
government and in private business They have been used at times as a basis 
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to speed up the woiker’a output to aii urireasonahio level Every afe, I 
must bo made for reasonable outi>ut of effort and for reasonable 
of effort You can set uji leaaonublo standards, which can alLi ( 
adjusted to special situations as neceasaiy Without such studies, iti/jji 
mely difflcul t to estimate pei aonncl needs * 

The proper use of supervisors it viuious levels is also quite impojjj. 

A supervisor must lay out for tlio woikrnen wh.it their job is, muslld 
them in carrying it out, and must liclp them tlo it A good supervisor nit 
have a lot of moie or less scarce human cpialities To direct their 
and make them like it, la not always a simjile matter Rather regularttin 
mg sessions should be held with the Hujiervisors They should cons^ 
such matters as how to lay out new jobs to employees, how to check upa, 
them performance, how to help omploycoa develop and do their best, 
find that it pays to make auch efforts. 

Fmdmg the staff you need is always a problem I do not know In 
difficult it IS in your comiti les, but my own experience is that it is almji 
hard to find just the light man that you want, at the salary you couldafoil 
to pay. It 13 never easy and I can imagine' that it is more difficult in ai; 
country which has not boon carrying on a largo programme Therein 
several thmgs that you can do One of them is to consult with the edw 
tional agencies in your country In your pilannmg of tho project, you ehoil 
consider what skilled personnel you aro going to need at various stua 
Then young men and women can bo trained to develop those various akil 
Possibly you can actually emjiloy people and then give them tramu; 
afterwards No amount of training is going to do tho job alone foi 
must have a lot of experience with it, and moreovci, the kind of experienn 
that 18 required of your particular line Ko, first of all, in planmng ajj 
kind of a project, one of the things tliat you have to think about is howyoj 
are gomg to get necessary personnel 

The Department of Interior in tho U. S now each year selects twoofit 
most outstandmg young men, ordinarily between 25 to 30 years, colloji 
graduates, from each Bureau. For a year those boys are paid their regain 
salary and given special training in the organization They are given ii 
opportunity to meet a great many of the top rankmg men As far as I knot 
they have never met the President but they have met some pretty top peopk 
They talk with them about various pioblcms and they are given short 
assignments in other agencies We think it has been a highly successhl 
business. That is only one of the things that can be done 

Inagreatmanv of the federal agencies of the U S there is a deflnili 
programme of workmg with the colleges. We employ a lot of young mtii 
on salary durmg their summer vacations There is about a three monlli 
vacation period and many of our young men are eager to work, to cam 
some money and above all to get some ex|)erienoc In my Bureau w 
employ some of those In many agencies, it hub pii oved that students ofttn 
work a lot better than older people and you get value received for you 
money. They get some good training and above all it gives you a chains 
to look them over Later, if you want to offer them a permanent jot, 
you know them capabilities. 
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In recruiting personnel, somotimes it is possible to give aptitude tests. 
There are a number of miscellaneous personnel matters, such as promotians 
I the civil services of many countries people are promoted more or less 
Mtematically. In the U S wo try to promote people solely on their ability 
“ i3o the job, not on the length of their service It is sometimes possible 
for outstanding people to get promoted rapidly 

Authority and REsroNSiBiuiTY 

The next mam point is that authority and responsibility must be co¬ 
ordinate That IS an axiom of administration If you are going to hold 
someone responsible for something, you must give him authority But on 
the other hand, if you insist on keeping a lot of authority in your hands, 
then obviously you cannot hold others responsible tor the jobs That is an 
old and very simple principle of administration but it is surprising how 
loany tunes it is not practiced You hear from many an administrator, 
that he gets poor work out of hia group, and he cannot depend on them, 
eto, In 9 out of 10 times, he does not put any responsibility on them. He 
insiata ou retaining all real authority in his hands and as a result they cannot 
develop the responsibilities themselves This comes up m connection 
wth decentralization but it is not limited to that You might have an 
crgamaation that is decentralized liom the geographical pomt of view, so 
that all of your mam decisions aio in the national office, but you could still 
have a considerable measure delegation ot responsibility Generally, of 
course, the problem of delegation of authoi ity is tied up with the question 
of decentralization Expet loiico in the U S goes very strongly in one 
direction, le you centralize organizations with a considerable measure 
of responsibility on the hands of the local officers The Forest Ranger, 
the district manager, and similar officers have a large measure of responsibility 
and authority. 

There are peisons m government service who are opposed to decen¬ 
tralization, who fear giving authority to ihoir subordinates Possibly I 
have a more or less extreme position on the matter, but I think that is 
eatirely a wrong view. Supposing that you have got a highly centralized 
organization, where, on paper at least and to a large extent actually, you as 
head of it always make hnal decisions The material comes up, you sign 
everything How can you size it all up ^ You are not actually makmg 
those decisions, because there are so many of them left to you that you just 
cannot look mto them and you are actually accepting the decision of some¬ 
one else When I began my present job, I had to sign 250 to 400 letters 
everyday. When you sign 250 to 400 letters a day, you cannot possibly 
read them In the first place it is 4 (four) hours of hard work You sign 
them without reading But if anything was wrong with any of them, the 
Kgner has taken the responsibility That arrangement no longer exists in 
enr Bureau There is still of course a considerable amount of material to 
aign, perhaps 30 letters a day or 10% of what there once was 

Moreover, supposing one of your staff had prepared and you had signed 
a letter that was completely wrong Perhaps valuable government property 
is lost Yen have made a bad mistake. Under a decentralized organizatiMi 
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you are not committed to the mistakea of your stafif. If they have 
a letter improperly, they can be fired or demoted, but as head of 
you are not comm tted to t'leir miBtakea Some admimstratora 
and sincerely insist upon retaining in their own hands all final 
If they are small decisions, and if you have a staff of only 6 or „ 
ycu can do that and know what you are actually doing, although youMi*’ 
your subordinates to an extremely low level of performance, because v" 
never give them the opportunity of making a decision They become def* 
dent personnel or resentful personnel They will not develop to 
maximum, to the point where they can carry large programmes f 
But when an organization is largo, a groat deal of work comes over 
you cannot possibly give it any real attention, so somebody else 
making your decisions and shouldering your responsibility If this. 
to any of you, I think it la highly important that you should consider how™ 
might be changed It is far better for an administrator to have a 
able amount of free time, so that he can look into this part or 
of the organization, how the operations might be improved, and so oa, 
it 18 for him to sign every letter. In the civil service of the U. S, perhp 
the major deciding factor m the salary and grade of the man is the ohatBolti 
of the decisions that he is allowed to make It is not the degree of co® 
plexity m the woik, but the kind of decisions that he is allowjd to mah 
Because no matter how complicated are the problems on which you are wk 
mg yet if what you do is always reviewed, and the decision is always madelj 
someone else then you are not actually carrying any real responsibiiilj 


Internal co-ordination 

I want to talk now about some of the problems and of some of tls 
techniques of what I call ‘Internal co-ordination’ I want to repeat whall 
said before that this is applicable to small organizations as well as to kijt 
ones These are not found in a big organization only If you have oolj 
4 or 5 employees working under your direction, you still find some of then 
problems on a smaller scale, it is true, but you still find them It is perfetl 
ly possible to have a small unit, 4 or 6 emjiloyees, in which the various eii' 
ployees feel that their superviser does not give them proper considcia 
tion, does not utilize their skill properly, does not toll them what then 
specific ]oh is, does not keep them informed of the work of the unit and ii 
general does not make full use of their services. So what I am going to talk 
about this morning is appbcable to small units as weU as to the kj« 
ones 


Now, obviously the formality with which you are going to dealnill 
some of these problems will depend to some extent on the size of the or 
ganization You can carry on certain programmes on highly informal ptr 
sonal basis, if you^ have only a few employees You meet them regulatlj 
and informally everyday If you have several hundred or several thousand 
employees scattered over a large area and many of whom you never st* 
or infrequently see, you must employ more formal procedures althoujl 
Home of their supervisors may use some of the same personal techniques 
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Thia matter is closely related to the degree of decentralization. If 
t 0 going to have an organization in -which the lower units carry a lot 
rnanoMibi^ty, you must do at least two things One is keep your em- 
I vees well informed They cannot carry then responsibilities without 
King enough to take these responsibilities You cannot ask them to 
f 1(6 the responsibilities without giving them the necessary information 
i d instructions The second thing is that you must set up some sort of a 
Item to insure that they are carrying out their responsibilities properly 
; jj the whole question of inspection audita or whatever you want to 

[luit. 

I I would argue that oven irrespective of decentralization, it is 

L mse programme to have your employees well informed about your 
[ azeiwy work, so that they can see their particular specialized work in the 
' (rameffork of the -whole ]ob I think you accomplish at least two things 
; ( 1 , 8 ,jby One of them is you give them an opportunity to do a better job 
; jubey are made to understand how their job fits in the whole job, they 
i mayfind ways of doing their job better On their own initiative they may 
Sndwaya of doing their job better, not waiting for you to tell them. I 
(link that is extremely important. The other a.spect is that most people 
ire going to tackle their job with more enthusiasm and put more effort 
into it, if they feel it is worth while After all most human beings work for 
, more than money We work because wo find it constructive and mterest- 
iig I think that modern personnel administration recognizes that non- 
fflonetary rewards are important I was telling some of you recently, 
Hit when I first went to Washington any publication that was put out 
ty ray Bureau at any time always bore only the Director’s name, m spite 
ot the fact that the Direi^toi never did any of it Somebody else -wrote 
i[, We have changed that now and we put out publications which carry 
Byname as the Director of the Bureau, but they also indicate who wrote 
tka publication I am sure that has hod a stimulating effect on a lot of 
cur personnel, because they know they are getting public recognition for 
s good job they have done Sometimes you cannot do that If your 
sgency does not publish reports you obviously cannot do that, but you can 
oftentimes give an employee a feebng that he or she has done something 
to add to the success of your organization as a whole. 

That feehng of participation is likely to produce better -work and more 
work out of people and make them happier at the same time I would 
argue that la desirable on its own, irrespective of the degree of centrah- 
lation or decentralization But it is particularly desirable if you are go¬ 
ing to have a decentralized organization. You cannot hold one of your 
employees responsible for doing something unless you have given him the 
information -which he must have in order to reach a reasonable decision. 
You cannot hold him responsible for errors of policy if you have never 
told him what policy is Like some other things I have said, these are 
all BO simple and yet frequently they are not properly carried out. 

And again I repeat, it can be done m the smallest of organizations 
It you did not give a typist proper instructions in the beginning and errors 
sremade, do not blame the Typist, blame yourself for that. If you gave 
proper instructions and they -were really clear, they "were understood but 
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they were not followed propeily, then of course that is certamlv a, diff 
story And so you c,ui find illustratuins up and down the'^ 1 ,^^T' 
can stait praotisint' some of these things in your present ]ob, Yoy' 
have to wait to be a big shot adininiHtrutor 

There arc a lot ot diflerent teehiii(|uea used to inform a staff Wj 
of these you might want to use would depend on your own particular jiti 
tioii rcrsomilly I stiongly favour a legular stulT meeting of jouttW 
people In the Biiieau of Laiifl Management, of which I am thediieife, 
wo rcgulaily Inrvc a staff meeting on Wednesday afternoon, fthasi,, 
he ail extraoidimuy situation in \ihi<h we do not have a staff mceln. 
That 18 tiue whethci 1 iim tlieie oi not. We have a regular order ofsEts 
Sion down thiough live diffeient jieojdc us to who is m charge if the otVi 
are away Whoever la tlie acting duector will legiilarly have astaffn,! 
ing At those staff meetuig.s oidiniuilv I tell what I have done ornlu 
things have come to me oi whafevei other important things havehappn 
ed since the last week Tlieic aie usually about 15 people present E»i 
of them reports on mattcis he thinks will be of general interest OutofUji 
has come a geneial understanding on their jiart of the total progranuMd 
the Bureau As a result, a great many things are done by the peopleIh 
with the minimum of supci vision on my pait Sometimes things areilm 
independently and aoinotiincs they ooine uji to me for final approvil 1 
am sure that it la a very effective means of operation 

We do one or two additional things whudi few other agencies do, 0,ii 
of the people who is puisent i.s a Stiuiograjihor who takes some notes, Sli 
prepares tlio first draft of the weekly nowslettei and then that is cironlatd! 
through the people who are pr««ent for their iipiiioval And by Tliui4 
afternoon, the weekly nowslettei is ilowii in the duplicating seotionaii 
Friday it is sent off Every poison in our organization has a chance toN 
It Our whole organization has a weekly newsletter about the omiti 
activities m the organization I am eonvuicod that it has paid usmsl'j 
way I should add that om organization is not a largo one la terns i! 
numbers, but we have a groat many offices, some of which have just a !ti 
people in them Previously many of those offices felt that they were lit 
lated Now that they got the weekly newsletter, they all get the aamefaite 
and they all know they gob the same facts It goes tui thor to stop idle gOoSiti 
and rumours than anything else I know 

There are many other means of pnovidmg your agency with fMtsaiil 
statements on policies There ought to be some fairly formal system il 
orders or memoranda on policy, wh'ch go from the Central office to tin 
various units of the organization, particularly if it happens to be a derai 
rallied organization Those may bo simple senes of memoranda. Mod 
agencies in the U S have a ‘‘manual of instructions” or a system ofiaste 
tions in loose leaf form so that you can easily change or revise any psdi 
oular section Just take out the old mstructiona and put in the new one* 
When all sorts of problems come up to a particular field office, they te* 
a pretty fair set of standing instructions In most instances it is not nec^ 
sary to refer to them, but when there is doubt they will bo referred to, « 
there are questions in the minds oi field people after they have leferredto 
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they may call upon a highoi unit in tho organization fot further in- 

(ructions But at least they can refer to these genouil instructions 

: In addition to those formal mothods of mlonning your staff, there 
! oftentimes are a lot of informal things Many organizations rather regu- 
I'yyjponsor some soit of social activity', built aioiind the organization 
I jjannit That of couise depends on the situation m your organization and 
* lie situation in the countiy as a whole Often times it has an important 
f morale building function 

Hoff, no mattei how poifcctly you make mrormation available, some 
dinployees are not going to get it, some of tliem may misplace it, but more 
commonly some of them will got it and not load it and some of them having 
iffld still will not understand it, as you intended And possibly you have 
people in your organization who, even thougli they have road it, do not 
follow it Bor all of those reasons, and in addition I would say for your 
own protection as administiator, you must have somi system of inspection, 
roviewand audit of the work tliat you arc supposed to do That is particu- 
lirly true if you have a docontiahzod organization 

One of our men fiom Washington will make an inspection trip to a 
Kgm We like to give him a month to do it, but somotimos ho will have 
(odoit mas little time as a week Ho goes into the regional office and 
lie looks over the woik that is done there Then ho goes ovoi the vauous 
district offices and looks over the work that is done there If it is fores- 
liyorgrazing work, he may see some ol the conlitions on the land He 
may even interview members of the public although tliat is not common 
Ha purposes are punianly two (t) to ensure actual operations conform to 
iBstructions and to estabhshod pioco lines and (ti) to see ways in which 
it will be possible to impiove opeiations One of the things you can geit 
[out of a decentiahzed organization is that each unit, within bomo limits 
[ isfree to develop now ways of doing things Many local practices are do 
I finitely superior Then part of tlio iiispcctoi’.s job bom thoioon is to spread 
) Hist procedure That sort of inspection is post-auditing It takes place 
I after the actions have taken place and of courso it is effective only in future 
adioiiB 

There is a special problem of co-ordination in an agency between the 
planning work and its actual execution That comes baok to some of the 
llirags I said in the first or second lecture It ties back to the question of 
whether you have a specialized jilaaning agency and a specialized con¬ 
struction or action group There aie arguments on both Bides It is easy 
lo establish a specialized agency foi planning of irrigation or for agricul¬ 
tural work or for anj' other progiamme, because the types of skills that you 
need and the particular personal qualities often are different than in 
construction or administration But thoio aie also considerable risks m so 
doiug, One of them is that the plans then may not got translated 
into actual operations effectively The people who do the construction may 
Ignore the plans oi they may not understand them or they may not be in 
sympathy with them ami they may not follow them fully or adequately An 
altornative is to have mush of your planning work done by your actual 
operating people Now again that depends on your programme I feel 
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that in many instances it is bettor to hive your actual administratotu 
veloping plans with some technical assistance from planning , 
than it 13 to have a apocialiyed planning staff You cannot ahvaj' 
that If you are going to build a dam you must have the plans m 
of builiing the dam But if there can be the best of understandiiw b 
ween the people who made the plans and the peojile who are going tora- 
them out, you aie going to save yourself a lot of trouble and yon ateli! 
to get it carried out in bottei shape * *1 

Advisoby boards 

The last thing that I want to talk about this morning is theuMoi 
Advisory Boards 1 do not know to what extent this is common to vmiou 
countries represented here Let me toll you again some of our experimm 
and see how far it may bo helpful or applicable to you Bor many typisd 
programmes it is possible and desirable to establish Advisory Boatdiiii 
interested and informed people If you wore going to carry on a cropi® 
provement programme, you might very well set up an advisory board i| 
local farmers.and local processors For instance, if there was a Wkl 
variety improvement programme, a milloi oi more than one millot a«l 
somo farmers and others might bo included 

An Advisory Board can do somo things for you There are aktil 
things it cannot do, which I will come to in a minute In the first p|j« 
it can sometimes make available to you factual information that you do ml 
possess and will find it difficult to got Now I said sometimes, because yoi 
must differentiate between mfoimation and opinions which may be biaiid 
There are somo kinds of things on which tlioy can give you some goei 
factual information The Advisory Board can often give you a iiidgraejl 
as to the practicability of somo proposed lino of woi k that you are con 
sidering, that you could not got very well otherwi.se To use Dr DeVris 
illustration of the ‘Off-Color Cattle’, if you had consulted the people k 
there, they could have said, if you are going to prohibit the export of 
everything but off-coloured cattle, then we are going to produce off coloiuel 
cattle They can give you a judgment as to the practicability of a repi 
lation or proposed regulation. They may be able to give a jiidgmeit 
as to the pubho reactions to your proposed programme They may say, 
if you propose to do this, you are going to raise a storm of criticism. At 
least m that case you know what you are getting into Of course in many 
instances they may say, if that is what you are after, you ought to do il 
this way, not that way So they can oftentimes give you a judgment 
as to public reaction Many of you probably have had the expenenis 1 
of doing something in all innocence and then you get a strong reaction fromtli 
pubhc, If you have consulted an advisory board you are less likely to h 
taken unawares. And the last thing that I think an advisory board cm 
do is to help with the public m putting over a programme. They can ge 
a long way m helpmg to convince other people. 

Now there is a number of things that an advisory board cannot do. 
Bear those carefully in mind if you should attempt to use them, becam 
most of the trouble comes from trying to get them to do things which il 


222 



ORGANIZATION AND ADMINISTRATION 


mpossible for them to do In the first place, they must be advisory 
they cannot accept responsibility As the administrator, you are 
tie me who takes the responsibility If it works well you get the credit 

difit tul'ns out badly, you take the blame You cannot shift it m on the 
'dvisory board It ought to be clear to them that you are asking them 
fradnce, but you are the person who makes the decision You may 
decide against their advice, for reasons that are good to you It the ad- 
viBOrV board recognizes the fact iliat you are tlie guy whose neclc is on the 
block and therefore you aie tlio one that has to make the decision, they 
will respect you and not be angry it you go against their advice In the 
second place, you should never ask an advisory boaid to advise you on 
question which involves tlieir own personal inteiest That is a difficult 
point to draw, because on an advisory boaid you want informed people, 
people who know about it. who are interested m it And yet to get people 
like that, whose interests aio not involved, is not easy But it is asking 
t))6 impoasible of any group of individuals to advise you honestly and im¬ 
personally about a matter where their own personal interests are involved. 
Itisjiiat an impossibility They cannot give you advice on things of which 
(hey have had no expeiience For instance you cannot sot up an advisory 
board for an irrigation programme, composed of farm people who have 
ucverhad any experience with iingation It is obvious that they will not 
know the answers to irrigation problems They cannot tell you anything 
shout a new farm crop which they have novoi grown As a matter ot 
fact, if you ask questions about the things that they do not know about, 
you may get badly misleading information 

Question—What is the number of iicojilo who should be on an ad- 
raory boards 

Answer —I would say in gencial Ironi 5 to 20 people 

Most of the advisory boards that we have run around 10 to 12, but 
there is no definite rule The only point is that you have to get a variety 
ofopmion but if you get too many, then it becomes unwieldly. 

Question —Suppose the members of an advisory board cannot agree* 

Answer —If you are going to ask them for advice and you are going 
to make the decision, it may not matter whether they are unanimous 
or not, What you are after is information and ideas Now, if there is a 
lerious disagreement within the board, either you do not have all the re¬ 
levant facts or some people aie unwilling to look at all the facts Those 
' situations do arise When that occurs it may be unwise to take any action 
until perhaps you can get a better understanding or general agreement. 
Bat if you are not usmg them to make your decisions, it is not absolutely 
necessary that you take the decision of a majority 

If you have an advisory board at all, when you establish it, you 
ought to outhne very carefully the scope of its work, from all angles. In other 
words, on what types of questions are you going to ask its judgment, 
wkt are the things you vrill refer to it, how are you going to use it* In 
this way you try to avoid later misunderstandings. The second thing is that 
if you are going to set up a board, you had better be prepared to deal with 
it on an open, frank and honest basis within the scope of whatever acti¬ 
vities you set up I have seen agencies set up advisory boards and then 
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refuse to divulge to them information oi tlieir agency thinking om 
portant matters, so that the .uivisory hoard became only a figurehead li 
had no real function I would aai that it yon are not prepared to 
suit with a board honestly and ojienlv, you hotter not set one up, w 
it not only would be useless, but you aie likely to get more criticism tU 
help out ot it Another thing is, you should give it some real pioU 
to deal with Unless you want a hoard to helji you on your real probleii, 
again you should not set one up Now any kind ot a real problem ialil a 
to be "sooner or latei a conliavcisial piotilcni But unless you are pte 
pared to ask the board to helpi you on youi inajoi pioblems, you hellt, 
not set it up, because you will pull the board down cpnckly if you giveitonl. 
minor and unimpoitant mattcra for adviee. If you set up one atall.yji 
must be prepared to give it boinc technical help, but you also must becmil 
not to dominate it A boai d may have a lot of good ideas, but it nuj 
need some practical help in trying to get these ideas together Oftentiiti 
it IS necessary to give the board some professional help, while at the gam 
time avoiding domination of it 


Inteuaoency committees 

Another device is known as mterageiiey committees In many instancy 
the permanent organisaton it. on a specialized functional basis Sometime 
a problem comes along which involves several ot functional men You 
may bo planning a new project in which seviual functinnal units are ooncetr 
ed or you may be talking about pioccduial mattcra within government itliitli 
involve aeveial functional units oi you may be talking about generalpergon 
nel problems which would involve seveial units Instead of setting ip 
a new agency or instead of changing the toim ot your permanent organisa 
tion, it IS oftentimes possible and simple to c.st.ihlibh a temporary committti 
which cuts across several agency lines Such a committee may have j 
great deal of influence or it may bo puictically useless, depending uponhoi! 
it IS operated 

Interagency committees may be set up foi jilanning the developmtnl 
of river basins Such committees m tho United States have repiesentatioiu 
of the various departments involved I think they have been quite mflueatisl 
in the exchange of mtoimation between agencies, ao that you do not have 
the phenomena of one agency collecting a lot of infoimation and anotht 
agency collecting the same infoimation, unaware of the faot that it alreadj 
exist I think they have also been effective in an intei change of ideas 
If one agency has certain ideas and the other one has different ideas, son* 
times it is possible to exchange ideas on an effoi tive basis I am surettat 
in those ways such committees have been ot some influence At the sm 
time they are severely limited by their lack of any real authoiity They 
do not have the authority to compel anyone to do anything 

Such committees have often times been used for othei kinds of problema, 
1 or instance your agencies may have a good deal of difficulty recruiting 
rained personnel and you may feel that the universities are not adequately 
meeting your problems You may have a lot of different agencies each 
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I engineers or geologists or agriculturists You might veiy well 
omesort of a special committee to leview the whole matter of recruit- 
^°'Tand use of professional personnel A committee is draMii from the 
jtoent agencies so that you have a more or less common and united 
^nroach to the problem Or supposing that a number of agencies within a 
vernment department were convinced that tho pioccdures were unneces- 
®nlv detailed, you might set up a committee to see how those procedures 
“ J be simplified and modified There are a great many possible uses of 
.V^ency committees Their strength is that they ai e exticmoly flexible 
to meet any problem that comes along Their weakness is that they depend 
Lentially on unanimous consent for clFoctivencss But if in an agency 
vou are encountering a ceitnin pioblem and you have reason to think that 
otheragencies are encountering the same problem, oftentimes you can ap- 
uroach those other agencies and on a more or leas mutual consent basis, 
atablish a committee to deal with the problems You mav come up with 
a better answer than if you had tried to handle it alonci 


Other specific oo-oudinatinq devices 

There are two other specific things I might mention briefly Many 
agencies employ a device foi internal communication co-ordmation, which 
tias different names, but is usually called ‘The Daily Reader’ If a number 
of people m your organization have the authoiity to write and sign letters, 
without referring to a common source for approval, it may be important 
that they each know whnt tho othois aro doing One way in many 
instances is to make one additional c,iibon of all letters Those additional 
carbons are all assembled. Ordinarily it is wise to make some selection 
among them, since some may not merit loading by others This file is 
circulated daily to those interested m such letters Since there is one for 
each day, that accounts for the name ‘Daily Reader’ After circulation 
they are frequently filed for a limited period, say a month or 3 months, and 
then destroyed. If you have a number of people say 3 or 4, 6 or 6, who are 
each independently signing mail and carrying on correspondence, which 
it IB folly within their authority to do, that device is oftentimes an effective 
one for mutual information As we work it in my agency it is a simple thing 
and does not involve any large amount of extra work Each typist makes 
one extra copy on yellow paper for the reading file All those yellow copies 
go to one person who sorts them over I suppose that not more than l/4th 
of the letters go into the reading files, because we think it is not worthwhile 
for the relatively unimportant ones 

Another thing that you ought to think about, particulaily for countries 
thatai'o going to etnbaik upion a resource development programme, is to have 
basic legislation in your country which enables you to transfer funds from 
one agency or department to another, in spocial circumstances May be you 
have that already or may bo the form of your appropriations are such that 
you do not need it Let me give you an illustration. Supposing your agricul¬ 
tural department was establishing an expeiimontal farm and it had to instal 
an irrigation system It might feel that the irrigation department ooull 
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Distal that inigation syatom moie cheaply or effectively than it coulj 
You can think of all fcorta of situations in which for relatively brief perJj 
one agency needs skills, which are generally not needed nor found in ty 
agency, but are found in another agency It may oftentimes be better to 
engage the other dejiai tmcnts to do it on a contract basis 


X Project Construction under Contract 

I want to consider now, the matter of constniction of physica,! votks 
under a contract system I am assuming for this discussion that we we 
concerned now with a resource development piogramme which mvoW« 
construction of some physical work On an irrigation project you bmld 
dams and canals and so on This is a typical example but it need not k 
limited to this It might bo electricity distribution or roads or anything 
else 


Government oonstruction versus contracting 

The first question of course i.s, should the construction be carried only 
the government agencies, directly employing pooplo and carrying it on 
themselves or should it be earned out by private firms under some sort 
of a contract ^ In other words, is your government going into the construe, 
tion business, or is it going to contract with private firmh There are a lot 
of factors to be considered m that connection One of them is, whore are 
you most likely to get the necessary technical competence ? Are your gov 
ernment agencies more likely to have the competence that is needed for the 
job or can you find it in domestic private firms or must you employ foreign 
private firm That, of course, is a question to which there is no geueial 
answer It may vary enormously from one country to another and from 
one type of project to another From the oarlior lectures I judge that most 
countries feel that they can carry on road construction themselves, perfectly 
satisfactorily with the necessary skills But when it comes to certain other 
types of projects, certainly many countries have employed foreign fivioB, 
What about the availability of foreign exchange You might want to have 
a foreign firm to do it, but you simply do not have the foreign exchange On 
the other side of the picture, although you might decide that foreign fiiias 
could do it better than any domestic firm, or that the government could do 
it better than any domestic firm, still it might be desirable to encourage 
domestic firms to get into the construction field and therefore, the contract 
will be given to a domestic firm 

There are a good many factors that might enter into a decision aside 
from any cost calculations, and these factors might well dominate your dew 
sions You certainly must be quite familiar with those considerations, 
Whether it should be decided only on a minimum cost or on some other baaie, 
IS a pohey decision which may be out of your hands I think that one of the 
things that ought to be faced is whore are you likely to get the most honest 
job done® Technical competence is one thing, but honesty of perfonnanceia 
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metiines something else Certainly there have been many instances when 
in and domestic firms wore not completely honest in their performance. 


Choice among contractors 

If you decide against doing it with government employee the question 
then comes, is there any reason to favour one tyjie of contractor in preference 
to another ? Is there any reason to favour one particular contractor over 
others 1 Even if you are going to use domestic firms, you can still sometimes 
favour one group over another You may find the necessary skill only m 
your larger cities You may offer contracts which m effect may bo impossible 
for smaller firms to accept On the other hand, you may feel that it is desir¬ 
able to promote a construction industry m various parts of your country 
You may try to get smaller firms and firms m more outlying parts of your 
country interested in government contracts Those arc all matters which 
may or may not influence a particular situation 


Biddinq verstta negotiation 

If you do give contracts are you going to call for bids and give the contract 
to the minimum bidder, or aie you going to do it by some form of negotia¬ 
tion! The bidding procedure is effective only if you have a number of 
potential bidders There is no point in trying to go through the bidding 
process unless you do have such potential bidders Some countries (I would 
say the U. S was ono of the more extreme examples) have almost a phobia 
for competitive bidding Legislative bodies may insist that practically all 
government business bo done by competitive bidding—buying supplies, rent- 
mgofspaco, having construction done, or anything of the sort Frequently 
it IS a lot of nonsense. If you are trying to rent office space m a city, whore 
you can find only one possible office building, it is a lob of nonsense to go 
through a competitive bidding procedure There is a feeling on the part 
of many legislators that this procedure insures honesty, but if you want to 
favour ono of your friends, you can often find ways to do so 

You can have a carefully conducted programme without competitive 
bidding. If you are dealing with a situation whore there is no hope of gett¬ 
ing more than one bidder, where at the most there is one possible firm that 
can do the work, usually bidding is a lot of nonsense On the other hand 
if there are a lot of firms, particularly if the jobs are small, it may be well 
worth while to let them bid. You may get better prices and certainly that 
18 one of the ways of letting the forces of competition work The other 
alternative is called a negotiated contract. You correspond with some firms 
and work out the basis for contract and by negotiation settle it. 

You may include certain rostrictioim in your contracts For instance, 
particularly if you allow a contract with a foreign firm, you may speoify that 
a certain percentage of the labour or certain types of labour must be domes- 
tioally recruited Even if you give it to a domestic firm, you may insist 
that oertam types of labour be locally recruited. Of course, whenever you 
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do that, you aro probably adding to tlio cost of tho construction and certaul 

you are imposing an additional roquiromont which most contraotoia 
prefer not to have thoi o 

Preparation of specifications 

An important part of any constiuction is tho pioparation ofdelaiy 1 
specifications Although tins conio.s up most cloaily in tho case of ooalC 
ting Witli private firms, if constiuction by govoriimont agencies istoi, 
satisfactory, you probably nood detailed Hpocifications for them too Otbt. 
wise thoi e may bo a lot of confusion and waste Yoii may remember that j 
an eai her lecture I talked about tho stops nocoasary to translate general plam 
into action Ono of thoso stops la oftentimes tho preparation of detailaj 
specifications I biought with me and put into tho library, sevotalcopio 
of specifications on varioua projects Ono is for a small water storage tail 
for livestock watering purposes, involving 24 cubic yards of concrete Ita 
located rather distantly liom a town and that probably wiU add toitacosl 
Here it is indicated how tho spocihoations wore drawn, tho bid was mvitsd 
and accepted Then I have here as an illustration the speoifications of Hi 
Kortes dam and power plant This involves a total expenditure of abaal 
5 milhon dollars I have also a number of otliera which are larger Hm 
18 also a publication of standard specifications for canals Some of youmij 
be interested in part of this material showing in great detail the spccificatai 
for dams and other works I also have a few sets of material where the apeti 
fications relate only to the sale of timber I am going to put alloftli! 
material in the hbrary and I hopo some of you have an opportunity to lejJ 
it. 

Specifications must be drawn up in consideiable detail Atthesauielmt 
time, there are frequently situations which require adjustment as you jo 
along and those must be cither covered in the Bpecifieations or some oik 
arrangement must be made for dealing with them Detailed specificationi 
acoomphsh three broad purposes. In tlio hist jilacc, they clarify andiMh 
specific your own ideas The preparation of detailed specifications is i 
wonderful opportunity to discover any flaws m tho plannmg of yourpio 
ject In the second place, tho detailed specifications are necessary if fc 
contractor is to carry out the job pioperly How lie is going to knowifhat 
he IS supposed to do, unless he has detailed specifications * And lastly, thej 
are necessary as a means of holdmg your contractor to do the job as it ii 
supposed to he done Detailed specifications are nothmg more than an 
agreement between you and the contractor—-what he is gomg to do andubal 
you are going to pay him for—He must know this, if he is to Imow wLatb 
is going to do We are later going into the question of inspection and super 
vision of his performances 

The form in which the spocificatious are drawn may oftentimes influence 
me abihty of different groups to bid or to participate in tho construction, 
Taking an extreme case, if you specify some mako of machinery, which ii 
armilable only in certain places or with certain firms, you make it prehy 
difficult for anyone else to bid That is why I said earher, bidding canto 
0 help in many situations but you can draw bids in such a way as to largely 


228 



OBQANUIATION AMD ADMINISTRATION 


g the bidder If you aro determined not to be honest about it, you 
“ W still employ anyone you chose But leaving out such extreme cases 
T way m which the apecihcations are drawn may influence the possible 
Ice among the contracting firms 


Amount of work in a single bid 


Closely related is the question of how much work you include in a single 
U In building a very largo dam, you must excavate the waste material 
i top of the bed rock, then you got doivn to construction of the dam, the 
construotion of the power houses, the installation of the apparatus, the 
liiiildmg of the transmission lines, and building of the canals. If you would 
lot all that in one huge contract, you obviously make it impossible for any 
gtnall apeciahzed firms to participate You have automatically excluded 
from consideration anything but large firms ot very great financial resources, 
jood engmeeniig resources, good experience and the best of skill At the 
other extreme you might split up the job into a large number of small parts, 
either on the basis of the particular skills wluch are called for or on the basis 
of the size of jobs which would be within their financial resources. 

When we started building some of our biggest dams, 26 years ago, more 
ipecifically when the Boulder Dam was started in 1928, it was extremely 
difficult to get any contracting firm interested in domg it, because it was a 
project of such magnitude, that the possibilities of loss were such that it could 
mpe out even our largest construction firms They might have done a good 
job, both technically and financially but incurred some losses of a small 
percentage—and still have boon wiped out completely As a matter of fact, 
rathe end it was not one firm, but six large firms, which combmed their 
resources to do the job 

Sometimes it is impossible to cut a job up into small pieces If you 
are going to build a large dam, it may be impossible to subdivide the job 
rate small parts You may then have difficulty in getting any one firm or 
perhaps any combmation of firms that can handle it In that case it might 
have to be a government job On the other hand there are oftentimes many 
small jobs around the project, which could be given to small firms Such 
ahttlejob as an excavation for an office, not even the erection of the building 
itself, might be given to some local contractor or such thmgs as building a 
fence to keep people or hvestock out of particular areas—all sorts of httl i 
jobs, can be split off one big one 

If you do split it up into a number of smaller jobs, then of course some¬ 
body has to be in the position of co-ordinating those various small jobs. If 
you let it as one big job, then the contractor has his problem of co-ordmation 
of the various parts Ordinarily your specifications involve, among other 
things, a tune schedule But those time schedules have to be fairly flexible 
Moat large construction projects probably require 2 or 3 years or longer to do 
the construction The timmg within which specific things were done, must 
of course be varied accordingly. You may give one sub-contractor a much 
more limited time or tolerance of domg his job The co-ordmation of one small 
contractor to another is oftentimes a headaohe, and one of the reasons why 
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many countries prefer to utilize one contractor. To some extent 


get the same thing by dealing with one contractor and either 


you can 

providing that ho sub-contract to others or at least not prohibitms'f'^ 
from sub-contracting. If he wants to take on the entire job and in turL i 
contract some parts of it. then he can be free to do so. In that case hesMl 
retains the co-ordinating function of the job, but the work may ^ ’ ' 

someone else 


In general m the U, S the practice la fairly common of including you, 
specifications as pait of tlio bida In other words, we invite bids or tend® 
and we publish the spocificatums That is, wo may not publish themm, 
magazine or newspaper, but wc make tho spocifieations available to tl) 
bidder, so that he knows what ho is bidding on We include those sm# 
specifications as part of the contract which is finally given to him, He 
lias bid on a set of specifications and they become part of his contract. 


iNTaRKSTINO POTENTIAL CONTRACTORS 

If you are going to let bids, you are interested m trying to get every 
potential contractor and potential bidder interested to participate Hoi 
do you go about doing it ^ Advei tising in newspapers of course is one oftht 
ways I sea m the daily newspapers here, reciuests for bids on material! 
that the government wants to sell In many instances it is dean able to build 
up a special mailing list of potential bidders—poofile who want to be con 
sidered whenever a bid is called for, and who do not want to look in the 
newspapers If there are a lot of diffoient newspapers and a lot of gov 
ernment activity going on, that may not be the most efficient way for thing! 
to be brought to their attention Some agencies maintain special mailing 
lists of firms and individuals to whom they will send material about poten 
tial bids In some instances, just word of mouth advertisement may bi 
effective That may be particularly important for small scale jobs, reli 
tively unskilled jobs If instead of direct employment of labour, you 
prefer to contract for relatively small jobs, some of the people that might 
be interested may not pav much attention to the newspaper Just mfornal 
•discussions may be an effective means For very large projects, as discussed 
at OUT last lecture, it may bo difficult to get any one interested to bid. Tht 
size of the project may simply fiighten them all and you must find potential 
bidders in some other way than by advertising It may call for a good deal 
of personal contact work, personal interviews, personal solicitation When 
that IS true, it raises a lot of question about the wisdom of bidding at all If 
there is not more than one, and even if there are not more than 2 or 3, possibk 
bidders, why go through the bidding process * Why not just go straight 
into a negotiation with potential construction firms * But as I brought out 
previously, there may be m your country a strong legal requirement on 
strong practice or a strong custom of calling for bids, even when it is faidj 
evident that the bidding process is nob going to produce favourable reaulta 

Under some legal systems, tho material that goes into tho advertisemeul 
becomes a part of the contract If that is true, then that part of the adver 
tisement must be drawn with considerable care, so th t when it is m 
contract, it covers the essential points. I have noticed in many ooiintriffl 
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, j- the informative type of advertisement, wluch merely states 
Uthe eovernment is interested m buying aomethuig or that the government 
tnieted For details, vou must wr.ite n.nrl (ret annoifif. 


jn/oriBiition 


lomething constructed For details, you must wrote and get specific 
tinder those circumstances, you have no problem at all. 


no legal significance, it is merely an informative advertisement 


Biddinq process 

Ifyoudo decide to request bids, then it is important that the bidding 
rocessbe earned on as efficiently and carefully as possible After all, the 
Lnose of asking for bids is to give potential consLmctioii firms an oppoi- 
I' jjy to compete You want to be sure that tlio bidding process really 
(jtriesthat out, both in terms of SCI upiiloiiH honesty in the matter and also 
jntertiisof having the process such that any potential bidder can actually 
lid, You will get always some difficult questions to decide For instance, 
pposeyou set a time limit on the receipt of yum bid and somebody comes 
inwitha bid a little late Are you going to accept it? Of course, legally you 
ilould not, and I think in general you should Dot But supposing that yon 
jot no bid except the late one, which seems to bo a perfectly satisfactory 
y Are you going to waive the time hmit oi aic you not ? The method 
of tarrying on the bidding should be as oai efull y devised and as scrupulously 
adhered to as possible You can use either written bids oi oral bids, but 
ordinarily for largo jobs we use only written bids 

^iieahOJi—Suppose you have reason to suspect eolhision among the 
bidders, what do you do then ? 

.dtisiner—Our advertisements asking for bids always give us tlie right 
te reject any and all bids Even if you have only one bid, you might reject 
it I or if you have several bids, reject every one of them There have been 
jieny cases in which that has happened When we are selling products 
we have an appraised price We say m the advertisement, this is the 
appraised price and bids for less will not be accepted. Ordinarily when we 
ire calling for bids for construction jobs, we have an estimated cost upon 
them, but we do not publish that But if the bids then are all much above 
that, We may reject them all I know of instances where the Bureau of 
Reclamation has rejected all the bids, because they were too high 

Sometimes you have a construction job with several new features to it 
and possibly you have no private contractor who has had experience with 
inch work So the private contractors to protect themselves against 
possible difficulties, put their price pretty high If the government agency 
feels Confident of itself, it may say, wo can do that job ourselves This is 
one of the reasons why I think agencies should not universally adhere to a 
biddmg procedure I understand tliat in some countries, in effect govern¬ 
ment agencies are permitted to hid In othoi words the construction depart¬ 
ment of the government agency or the construction department of another 
sgencyia allowed to put m a bid If they say they can do the job for a 
lower figure than any private fiim then the contract may be given to them. 

Suppose you were selling a piece of timber from the government forest 
11 a situation where damage will occur unless the trees are cut promptly. 
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You must sell it within a limited time You get a single bid whichiBleBstti 
your appraised price You could reject it, but then you stop and thinl i 
all over—you did not get anybody mtcrcBtecl in this and in 3 or 6 moNiI 
the wood will be quite worthless It does not look as if there is ma 
chance to get any one else interested, perhaps you should change vom 
mind. So it is even conceivable that you would accept a bid at less than tli 
appraised price, although you had the legal light to reject that bid * 

If oral bidding is jiernntted, that must be dealt with carefully Th, 
usual system is to lot the buldeis bid against each other, until you gettoi 
maximum bid That is not the only way in uhich you can conduct a con 
petitive bid In some instances the bid is ataited at a high price and 
gradually lowered till some one will take it You start off with a high price 
and then you gradually lowei it, till the lust man w'ho feels that he can pay 
that price accepts it That is a potentially' competitive situation Anyone 
who has participated m oial bids, knows that sometimes you can get some 
dramatic situations On the othei hand sometimes otal bidding is a com 
plete failure because you ha\c only one biddei If you anticipate thatii 
going to be the situation, it is better not to have an oral bid On many of th 

big construction jobs, dramatic situations develop where the size of the jot 
was very laige and the final hula wcio nearly the same. I know many a 
company which loses wishes it could have a ehanec of a second guess Tliey 
figure on a profit margin and may he they will be willing to takenhtth 
less profit and still Jiave the job 

Queshon —What slioiild you do in (use the bidder fails to completek 
contiact ^ 

Ansmr —You may haie a niou extieme situation than you anticipate, 
Supposing he bids and y ou accept lus hid Then he says “No, but I hive 
changed my nund—I looked at that situation a little more carefully ml 
I am afraid I will lose some money I thank you, I withdraw my bid" 
In most instances it is desirable to require a dejiosit of some kind with the 
hid He must deposit a percent,ige ol the hid with the bid, which is foi' 
fe’ted if he forfeits the bid In case of oil leases, it is 20% Small timte 
sales have a high percentage and laige sales have a lower percentage We 
require some sort of a deposit with the bid—earnest money or whatever yoe 
want to call it In addition to a deposit on the bid, we ordinarily require 
a performance bond If he does not peiforni up to standard, basedonm 
epection, that we are coming to latei, then the performance bond may he 
forfeited You can collect against the bonding company 


Form op contract 

In most contracts it is desiiable to put in vaiious provisions for adjiisl 
ments, under certain extieme conditions But tho more such condition! 
you put in, the less meaningful becomes your contract After all, the 
essence of the contract la its dcfinitencsB Thcio are risks involved in any 
enterprise, to the government and to the private operator What you are 
doing by the contract is in effect passing the risk to the person who take! 
the contract Part of his profit is from absorbing that risk—all sortBol 
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,, ,g]j of the cost being higiier than ho anticipated or unexpected bad 
ents or anything of the sort And to tho extent that ho appraised those 
'\8inhis bid, you paid him for them The contiact may include pro- 
”'1011 for adjustments due to so-called “ Acts of God ’’ or thinsra that were 
uyondhiscontiol But to the extent that it does include such provisions, 

1° is no longer really a contract 


In general a contract should include all tho detailed specifications on 
yhioh the bid was based Wo oirimanly incorporate his bid and the 
contract may include various other things, .such as performance bonds 
80(1 the like. It certainly should include whatever arrangements you are 
lulling to make about adjustments If you aia going to have a contract 
and say to the biddei, no mattei what happens, you aie stuck with the 
terniBofthis contract even if it means bankruptcy, that ought to be under¬ 
stood at the beginning On tho other hand, if you are going to make adjust¬ 
ments because the amount of the work is greater than anticipated or the- 
diLulty was greater or because of unexpected events, that also should 
be understood at the beginning Otherwise you will have misunderstandings 
snd possibly lawsuits If you are thinking of future work and you are 
trying to bring in private contractors for a construction industry, then you 
wnnttoavoid miaunderstandinga A contiact need not be in terms of a total 
amount, but it may be m a rate per unit You may agiee to pay so much 
pet cubic foot of excavation, etc The total payment is automatically 
adjustable to the size of the job But certainly there ought to be the fullest 
possible agreement in advance of how you are going to handle emergency 
situations 


The contract between tho government and a private contractor is the 
sgreement by which one agrees to do certain things and the other agrees 
topay for them As such, its importance can hardly be over-estimated. 
It sould contain all tho detail that may bo necessary at any later date. 
This should include as a minimum tho specifications upon which the bid was 
made, and also any provisions necessary for tho carrying out of the contract 
itself. For instance, if adjustments aro going to bo made in the contract 
under any conditions, those conditions and the kinds of adjustments should 
be apelled out ratherfully and very carefully The government may wish 
to retain the power to make adjustments m tho contract, or it may be wilhng 
to grant adjustments of various kinds to the contractor. Whatever it 
may be willing to do, should be spelled out in detail A lengthy and detailed 
contract is often criticized for its length and detail A shorter one may 
look simpler, but if a difficult situation arises, the longer one may actually 
prove to have been the simpler in the long run A definite agreement in 
advance will go far to elimination of misunderstandings, lawsuits, and 
bitterness later Tho contract should also include provision for a performance 
bond, if this is considered desirable, as it usually is It should also 
contain whatever system of bonuses for early completion of the work, or 
system for penalties for late completion of tho work, that seem reasonable 
end desirable. 

The contract should also contain definite provisions for its own termi¬ 
nation The contractor will want to know ot some date that his responsib^- 
ties have all been fulfilled, and the govomment will want to know that its 


233 



OEt’A^JI/.ATION ANJI AOMlNISTnATION 


obligations liavo coasod 'IVrniinution ot tho contract should bebv I 
definite written procedure, nnd not Ifdt vugniely or to oial arriin®ir;'| 
It must ordinaiily be preceded hy an inspection of the work, toheBMc ij 
it is satisfactory 

In many cuntiacts, it is ncecHHiirv to make payments to the cojW, 
during the couisc ot the construction work fi’hc contractor may noU-' 
the financial rcsourees to cairy the job to eonijiletion, especially k iti? 
large job, unless he can gc/ some aclviinecs duiing the course of the J 
struction Theie may be no reason why the, gov eminent should not ml, 
such advances, and in laet there may ho tho arlvantago that its expends, 
are spread ovoi the yeais or montliH that the construdtion is under % 
and do not pile up at the etui However, if ailvaiices are to be imif 
precautions must he taken that they arc nob made m excess of the awinJ 
earned. Otherwise, the contractor may find it more profitable to 
on hia contract and not corajilete it, especially if the performanee buj 
was missing or too small If advances arc to he made at all, theymiisn, 
made promptly Otherwise they arc of no value to the contractor ll), 
has to wait for six months or more to lie jinul an advance, it may beoflitH 
value in meeting liis current financial jirohlems 


SUPEimSION OF CONTKACT Ol’anATIONS 

Any contract must bo piopcrly supervised One can never win, 
that a contract will be earned out HatiHlailonly without supervision, li 
enter into a contract and then not to suiieivi.se it is about the sametlii^ 
as to make a plan and then not follow it In some nays it may bei\%' 
for the contract is likely to mean tlie exiienditnie of more monevthanllr 
making of a plan that was nob followed .Supervision is necessary toitiMi 
that good work is done and that value is received for money sptil 
Ordmarily the supervision is curncel on by government employees,!', 
it may also be done under conti act Kome large! engineering firms ptoiV 

supervisory services under contract, ordinarily at a fixed percentage o[ lb 
amount of the contract Unless a goveinment agency is equipped to in 
competent and thorough job of supervision, it will often he well adm! 
to have the necessary supervision performed iiridci contract But ifit« 
in a position to do the necessary supervising itself, then that la usmlf 
preferable to the use of a contract supervisor The latter, no matter k 
competent and honest, does not have the same interest m the job that j« 
own people should have and ordinarily do have 


(a) Kind of supervision 

The kind of supervision that should he employed will depend uponfr 
nature of the work under contiact The objective should be supervisioiuiii 
ciently thorough to ensure that the essential features of the work have bn 
oareied out properly Supervision falls into two major kmds process, w 
end results A good example of process supervision is supemBionoveifti 
mixing of concrete If the resulting concrete work is to he fully Batififadci}, 
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nthe mixing must have proceeded according to formulffi It might be too 
I (eto discover that poor work had been done, when the job was complete, 
otit might be too late to conect it For some types of work, supervision 
or inspection at the end of the job may be fully satisfactory For instance, 
ifwe have a fence built to control livestock, ordinarily it is fully satisfactory 
to inspect the job at the end, rather than to supervise the process of building 
the feVe Sometimes the two tyiiea of inspection can be combined For 
instance, it might be necessaiy to supervise the laying of bricks m some 
niece of construction, but the bricks themselves could be subject to inspection 
after completion, perhaps at the time they were delivered to the place where 
J8.d If they were defective, they could be rejected at that time The 
\ {jjential consideration is to find a critical place m the construction process, 
t and to focus inspection at that place Such a critical place should be one 
■ yiiere, if mistakes are made or poor work is done, the results will be serious. 

I (b) Frequency 

I 

The frequency with which inspection and supervision should be carried 
on will also depend on the tjrpe of work under contract Inspection may 
be continuous, as in the case of concrete mixing on a large construction 
job, Such inspection would be too costly on a small job, and it might not 
be necessary Inspection might be at frequent and regular intervals, as 
once a week or once a month. If there is reason to think that the contractor 
Bight do good work only when inspection time was at hand, then the 
inspection might be at frequent but irregular intervals It might be at 
either regular or irregular intervals but rather infrequently For instance, 
a small construction project might be visited only a few times during the 
course of construction Inspection might be delayed until the job was 
completed It then becomes one of end results, not of process As m 
the case of the kind of inspection, so should the tirrtng of inspection be 
geared to the critical times or dates during the construction process. 

The inspector should ordinarily make brief but reasonably complete 
reports in writing after each inspection If he has discussed some matter 
with the contractor and an agreement was reached, a brief report setting 
forth the nature of their agreement should always be made These inspect on 
reports need not be long and they may be written by hand only, not typed. 
They form an important part of the record on any construction job and 
should be preserved at least until the job is finished and the contract termi¬ 
nated 


(c) Personnel 

The personnel making the inspections is an extremely important matter. 
No inspection is better than the personnel that makes it There are two 
major factors involved — their competence and their integrity. The 
mspeotor must be sufficiently competent to know when work is up to standard 
nnd when it is not He must also be able to distinguish between what 
la unportant and what is not An inspector who follows the letter of con¬ 
tracts too literally and in too much detail can lead to bad working relations 
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■Will often want him to allow some deviation from the atnot letter of 
conbrajt It may ba tint the d iv nbion will n it lower the quality o' 
work and that it will raateiiallv help the coiiti actor, m which case i ' 
perhaps he allowed But on the other hand, it may be juat that vital 
of the ]ob without which the cpiahtv of tho work would be aeriously loj! 

If deviations from contract aic allowed, they should by all meansteit 
m writing, so that pieciaely what was agiocd to will be known by botlimt” 
and so that future misiinderstandirigs will bo avoided Every contract 
■will always seek to get approval ot tho thoajicst work that he thmlra wjl 
meet the terms of the contract, foi in that way Ins piolits will be the greateii 
It 13 the inspector’s job to ace that tins work does meet the needs andth 
terms of the contract Competent pcisonnol will command the leapeddi 
the contractor and hia staff, and good working lelations are likely todoveloj 
Incompetent personnel may fail to catch jioor work and often may y 
to difficult working relationships 

At least as important as tho matter of eompotonce of the mspecliin 
personnel is the matter of their integrity Tho inspection staff musth 
above question as far as their mtegiity is concerned This means notmk 
the selection of thoroughly honest men in the fiist place, but necossat) 
steps to protect them against unreasonable lomptation and unroasomllt 
pressures An administrator has an obligation to protect and help hismei 
Rotation of assignments, occasional spiot checks upon the inspectors them 
selves, and strong support of their decisions, when they are right, are smi 
of the maior means of protecting their mtogntv 

The inspector on a job must have authoiity to stop any operatiou 
on It which in his judgment are not up to the terms of the ooutaft 
Ordinarily, when an inspectoi finds soinothing which he thinks is noh| 
to standard, ho asks tho contractor to coircct it It it is fully correctet, 
the matter mav stop there But if the contractor refuses to make tki 
necessary adjustment, then it may be necessary to bung the whole operatioi 
to a stop If he does not have tho authority to shut down the opeiata 
himself, then some moohanism must exist whereby tho matter can be brougkt 
to the attention of his superiors piomptly, and they can act 

Shutting down a construction job is a serious step to take. Im 
contract the contractor agrees to do certain things and you agree to piy 
him for them. If you stop tho operations under the contract, either ta 
poranly or permanently, he may bring suit to recovei liis part of the contrail 
You have to be prepared to prove, if nccessai’y to a judge, that you toi 
fully within your rights in tho contract That means not only that ym 
action was coTeot, but you have the necessary documents to prove it was, 
That IS not always the same thing You may have done something soundlj, 
but you may have inadequate recoids to prove it When an inspectoi 
discovers something going on that he thinks i.s thoroughly unsatisfactory, 
he had better have a heart to heart talk with his boss at an early staft, 
because it ma'v lead to serious consequences 

For some t'ypes of work it may be necessary to audit acooaiti 
Ordinarily it is none of your biismeas ■what tho conti actor is spendmg. All 
you are concerned with are the physical results of the project — whette 
the costs are high or low has been his business. But cases may arifloii 


236 



OEGABIZATrOir AND ADinNISTRATION 


,, kjjjianecesaary to audit the accounts concerned Technical competence 
auired to know whether the accoiiiitR mean what they purport to mean. 
|*'®pgggi[)Ie that accounts may conceal as much as they reveal An auditor 
JaoooiKits must see and unearth any iiossiblo frauds 

I have discussed this matter of contracts at some length, because m 
juny instances, that has been the weakest juirt of resource development. 

jig we saw earlier, in a gi eat many countries a lot of plannmg has been 
done but nothing actually was ever done as a result of those plans Plans 
yere,' therefore, next to useless Now hy tlio same token in a great many 
gituations.thoplants are made and contracts arc let hut the actual perfoim- 
ance was not up to tho contract In.idoquato porformanco on contracts 
ucoramon indeed in many situations I think in our country and m England, 
in earlier periods one of the gieat fiauds was m the war time, when men were 
given poor food and yet the government paid well for it So far as I know 
that was absent entirely m the Second World War I think that no country 
should assume that a contract, whether domestic oi foreign is gomg to be 
[jnied out perfectly, unless it is carefully supervised. A natural tendency 
js for a contractor to try to opci ate tho chcaiiost possible way That is 
perfectly legitimate as long as the results come up to the level that you have 
decided are necessary. But ho is going to resolve every question m his favour, 
no matter how honest he is, and some of them are not gomg to 
be completely honest about it vSo the inspection of construction must 
rsnk on a par with good jilannuig Like many other thuigs about admini- 
jlration, that sounds simple, but also like so many other thmgs m administra¬ 
tion, it 18 not observed in practice 

XI Contracts Involving Repayment to the Government 

In discussing this subject, I am going to use illustrations largely drawn 
from urigation development I think that makes one of the best lUustra- 
fas, But tho same problems are encountered m the case of hydro-electric 
power, or for that matter steam power plants, or in the case of any mdustnal 
development, or for an agricultural credit programme, a marketmg pro¬ 
gramme, a health programme, a road construction programme, or anythmg 
else 


Advisabii ity of dibbot charges 

The first question is, should you malce any charge^ Should you 
simply pay the costs out of general national revenues of the country or should 
you make a charge against specific individuals'* Dr Singer has pointed 
out in earlier lectures that from many points of view it does not matter 
In either case the country piays for tho project, and the country as an economic 
entity receives the benciits Eor some purposes, the question of repayrment 
IS not particularly important The two broad alternatives are payment 
by the beneficiaries or the direct users, and payment out of general taxes 
Of course taxes them8elve.s may be especially directed to beneficiaries so 
that you may be making your charge in the form of special taxes or they 
may be just general revenues 
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(o) Eepaymint nol required 

Let us take up the case where repayment is not required Whit* 
the advantages of such a programme and what are the diaadvantaoj 
Perhaps the most important advantage of no direct repayment 13 itssiL 
city When you build a road, you may say this road is free to eyetjotil 
That IS a lot simpler than it you should decide to collect some form o[» 
charge Where most of your vehicles are diawn by animals, I do mt 
know how you would collect charges. You might put up toll-gates, tui 
the problem would he extremely (hfiieult and the costs would eat up to 
revenues. If you build your roads piimarily for motor traffic and yout 
motor vehicles consume fuel, you can lo\ y your tax on the fuel, directly 
Take the case of a health programme, the spraying of D D T and whu 
not — how are yon going to charge the benefieianes'* So the advantage 
of not trying to raise any money by diiect chaige on the beneficiary is 4 
ainiplioity of the programme A.s 1 said carlioi, after all you are mterestti 
in the national benefits, and if the national income has been laised, perliapj 
that IS all you are interested in May he yon are not interested intaxiin 
that income directly but in raising revenue m the form of general taxes, 

I suppose another way of saying the same thing is that the bBaeilh 
arc so diffused that it is difficult to mcasuio the extent to which any one 
person has benefited It the incidence of malaria is lediiced because o[ 
an area control programme, whethei it is D D T spraying and whatnot, 
it would be diffiouit to put your finger precisely on the individuals ivb 
have benefited and the amount to which they have benefited A flood 
control programme is somewhat the same thing The flood that coverol 
this place a few months ago certainly domaged a lot of people It nol 
only damaged the areas that were flooded, but it interfered with the busmesi 
in the towns and other areas xvhich were not physically touched A flood 
control programme to reduce the flood liarard would benefit a large ares 
and the benefits would be highly diffu.sed 

As to disadx antages of collecting no direct payments, I would put as 
the first consideration the fact that the benefits may 111 fact go to a particulat 
group, which either does not need it, 01 for rea.sons of social policy yw 
think should not be particularly favoured. Again take the case of flood 
control programme — possibly your floods are of such a cliaracter that only 
certain areas were damaged You may have a iivei plain where the flood 
damages occur, and the higher bench lands are not damaged The rutt 
bottom IS not now fully developed You carry out a flood control pro 
gramme and it is the owners of that bottom land who are benefited Yon 
can fairly accurately put your finger on yust wlio is benefited. If you do 
not make any charge for that flood control, tlien you have in effect given 
a national subsidy, may be a substantial subsidy, to the owners of thal 
land You may in turn recapture some of that by means of general taxation, 
but you may not Of course it would depend on who owned that land and 
whether you want it to give him such a subsidy or not I know of many 
instances in which individuals have leceived substantial subsidies from 
flood control programmes Supposing you develop part of a port al 
government expense, which benefits one firm or two or three firms — you 
give them in effect a large national subsidy. 
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The second disadvantage of requiring no payment back fiom your 
idieficisry is that your taxation system may not bo devised to capture any 
liki income You may carry on a project which benefits your national 
jjicome and yet your taxation system is such that if you raise the necessary 
Jiiiids through general taxes you are only going to get a small part of it 
tuck Therefore you are putting a large burden upon the national treasury 
u spite of the fact that you are adding considerably to the national wealth. 
If you are able to identify those people and devise a system to capture part 
cr all of the benefit to them, that may be one of the most effective ways of 
raising the money 

There is a third factor tliat I think is important m some instances 
If as a result of your programme you are producing a productive factor of 
some kind and you do not charge lot it, you are likely to make an improper 
M of that factor Producers use different productive factors in proportion 
lo Iheir costa Suppose that you make no charge whatsoever lor electricity 
tint 18 likely to lead to a wasteful use of electiicity If you make no charge 
k irrigation water or a charge which is not lelated to the amount of irriga¬ 
tion water used, you are hkely to be putting up an moentive for wasteful 
use of the water This not only docs not produce anything, but does 
pitne dainage, by waterlogging and the like If you do not make any 
(liarge for the use of a factor you may bo upsetting the efficiency of sub¬ 
sequent production That would probably bo less true for something of a 
pneral character such as roads, schools, and medical services than it would 
[e for something of directly pioductive character such as hydro-electncity, 
imgation water, or products of factones 


(h) Repayment required 

Let us consider now the other approach Suppose you require full 
lepaymen of your cost from the direct beneficiaries What are the ad- 
™ ages 0 such a programme, particularly from the admmistrative pomt 
0 view ferhaps the most direct advantage is, that it is one fairly sure way 
^Ti, soDie income for your national government I am assummg 
^ are really advantages from the project, otherwise you would 
a are undertaken it, and that those advantages are clearly accrumg to 
OT am m ividuals In the case of an irrigation project, they are the farmers 

If you require a payment from them to 
pay e cost of project, you are raising some revenue for your national 
; vemment It is true, of course, that your taxation system might raise 
mill,?'?* *'®Tenue from the same people But it is quite unhkely that it 
P™L>oition fiom the same group That is first of all 

advantage that it does raise the revenue which your national 
ireasury may need 

if advantage is the reverse of requiring no payments, i.e,, 

are omh "m^*^^*** upon productive factors, which reflects their cost, you 
a mnr to get a more economic use of those resources, and 

am tm combmation of them with other resources than if they 

ecaiin 7 «?f°^Tr 1 That will have its effects on the national 

7- tf electricity is free you will waste it I might say that where 
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I live in Washington, the rent that I pay includes the electricity ju 
that 1 waste a great deil of electricity for the simple reason that if I (Jq 
turn something off, it does not add anything to my costs ChatgimT 
a resource may lead to the optimum combmation of resourocB, ci 
maximum efficiency in its use ‘ “ 

The idea of charging for the resources that are created has a oertiii 
popular appeal, as being a form of at least rough justice If you emhatl 1 
a flood control programme at some largo expense and it rather clearly benefit! 
a certam group of landowners, at a cost which has been home by your entm 
public, there is likely to be a justified feehng that injustice or favount® 
has been practiced Conversely, if you make a charge for it, your publics 
likely to feel that it is a fair arrangement There may be also a political 
appeal m so doing May be it will not be true m other countries, but I am 
sure in the U S. that our Federal irrigation programme would never bare 
had the pohtical support it has had, if we had not required repayment ottk 
construction costs from the users of the electricity and the users of theirnga, 
tion waters In our country, irrigation is confined to the least populoas 
part. The bulk of our political leaders come from an area which doeanot 
have irrigation, and is not interested in iingation They are wiUmg to accept 

it only because other parts of the country urge it and because of the arguisent 
that the federal government only advances the money which is repaid 

Now, as to the disadvantages, particularly from an admimstrativ! 
point of view, of trying to collect back from your beneficiaries sometliiiij 
like the full benefits or the full coats of the project First of all, it maybj 
difficult administratively to do it The details that you may have to go 
through may be very great As good an illustration as I can think of u 
roads If you build a road and you attempt to collect back from the peoplo 

who use it, the costs and the difficulties of so doing might be great You 
would be collecting small sums from a large number of people For the type 
Of project where the benefits are diffused, as roads or education or healtk 
programmes, it may be difficult administratively to collect back anything 
We have been going through a similar experience in the U S m recent yean. 
Some of our legislators urged that charges be made for recreational to 
of public land Where it has been tried, we found that under the beat of 
circumstances it costs as much to collect as you can get out of it, you baae 
no net revenue left and under many instances it would cost more. TJndet 
some circumstances you riiay rightly estimate that there is a real-benefit 
to the pubhc from the project development in terms of satisfaction and 
mcreased welfare But it may be practically impossible to collect anything 
out of it. 

I have said that if you do not put a price on things, you may lead to an 
improper use of resources, but sometimes you may want to change the use 
of resources You may want to break down some old custom or some old 
attitude. You want to induce people to use things differently and there 
fore you do not want to put a price on it For instance, certain health mea 
auras You want people to use them and even if it were for other reasons 
practical to put a charge on them, it would be undesirable from the pouit 
of view of inducmg their use The same thing is true of schools If yen 
set up a system of schools and charge for attendance, that would defeat 
the very purpose for which yon are doing it. 
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Tn these examples we are more or less goLting over into other fields than 
tiatrahon But m every inafcancu, the question ot whether to make 
I les or not against the benefieiaues has a lot ot administrative aspects, 
' Iddition to considerations ot national jiohcy You must always consider 
J qaeation of administiation ot the inojcet under two alternatives of 
!lLntoriio repayment 


COLDKCTION OK RlcrAYMKNT 


let US now assume that lepayincnt is expected fiom the honeficiaries 
jflheproject, and then eonwidei some of the {unhlcms tJiat will be encoun- 
tfted, Wt of all—how are you going to collect it ' Sometimes the simplest 
tog ]s to collect directly tiom each individual You might sell raw 
|j«ii at a price which included the cost of piovuhng irrigation or you could 
liva Bome sort of a system of annual xiaymcnt from the irrigation farmer 
feotly to the government Those payments could bo in the form of 
ifttial payments or they could be in the loim of a parf of his tax In many 
lespecta it would be immateiiiil, but the way in which it was calculated and 
lh(my in which it was collcetod might difier That has a great many 
Vantages, because pircsumably you know who the beneficiaries were and 
fan are going to have some direct contact with them any way You pre- 
iimably can estimate the amount ot tlicir benefit and collect it directly from 
4eii! 

On the other hand, in many countries, it is customary to deal with 
ingation districts. You encourage the iisors of your resource to form an 
usociation of some kind, oricouiaging thorn or oven pierhape foremg them 
loasaume a, measure of responsibility with legard to the project In many 
toantnes they will want to assume sueli responsibility In others they may 
reluctantly take it on, but you may for one reason or another prefer that 
tliajdo There are several advantages m doing that if the district is capable 
Dlmnaging its own affairs For one thing, from your point of view, you 
my deal then only with one usei rather than a thousand or more, The type 
of contract or the tyjie of relationship tor that one user may be more 
Jetailed and more involved, than with the individual user, but it stiU may be 
a lot simpler to deal with one than with the large number 

You may require the association or group to assume a jomt liabihty for 
Heir obligation a In other words, if one of their number defaults or does not 
sake the payment, then the otbeia are liable foi the total That is our 
jiactice in the U S with in igation districts We enter mto a contract with 
Ik district The total amount of the obligation to the federal government 
h 4 joint Eabihty of all the landowncis within the district None of them 
stefreefrom an obligation tor rojiaymcnt until all of them have paid There 
1!thus more hkehhood of getting your total repayment Now that may or 
My not be a particularly important matter, it ties back to this matter of 
'tquinng repayments. 

In many instances the national government does not want to get into 
I retail business, whether it is retail distribution of irrigation water or retail 
ktnbution of electricity or other retail businesses They want to turn those 
'bligations over to some sort of a local district These may be irrigation 
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districts, or electric distribution districts or other types of districts Th 
legal powers will depend of course on the laws of your country, Ifu'' 
have taxing authority, they are in effect units of local governments Intk 
U S the irrigation districts are formed under a State Law and ordinitil 
they are formed by an election ot qualified people within the district, Tj!’ 
qualifications may be either owncrsJiip ot land or residence within the dishu 
or both. In California tor instance, an irrigation district must befool 
by a majority vote ot both the land and the people You must hivs s 
majoiity of each But once tbimed it is a unit of local government wn 
taxation and otlier legal powers They can toreclose tor non-payment»! 
charges and all the rest ot it They manage some substantial entetpiises- 
borrowing money directly and constiucting dams and distribution system 
and the like 

There has been a long history ot that sort of thing in most states»( 
the U S , before there was a federal irrigation programme I know the sum 
thing IS true in many other countries I understand that m Italy for 
instance something like 2fi0 irrigation districts have been formed andtliit 
many ot them have earned on substantial programmes without help fim, 
the national government Now it la true, at least in the U S , that mam 
of them have been very poorly run and there have been many failures lb 
record of repayment to private investois has been bad in the U S, Imigb 
say that at one stage we extracted large amounts of private capital from 
English and Scottish sources into oui pnvato irrigation development, niosi 
of which was not repaid That is one of the ways of getting econorait 
development for your country and not only shifting the burden from lb 
present, but shifting it away entirely I do not lecommend that 

An irrigation district may be formed oidinanly with a vote from tb 
people within it and sometimes requiring some sort of court action. It hss 
substantial legal authority fiom then on, to levy taxes, to collect revenues 
to expend them, to enter into contracts, incur future obligations, and all 
sorts of things Again, this is the sort of thing that depends a great deal 
on the institutions and attitudes of your country For various reaaoiiBit 
may be desirable to encourage democratic government at local level andb 
push things away from your central government Such local districts caa 
be an effective means of doing so On the other hand, if there is not tlie 
competence to do it or more particularly it there is not the mterest and the 
desire to do it, you may only be adding to your headaches 

In general, the most important matter is the taxing abihty of such a 
district If it 13 a purely voluntary group, that has no legal authority to 
compel any one to do something, then it cannot enter into a firm contract 
agreeing to repay an obligation An association or district which depends 
on voluntary co-operation could not enter into a firm contract to repay be¬ 
cause it could not deliver in the event that its members were unwilling to 
pay. The government agency would be unwise to enter into a contract 
with such a group So I think the requisite is that the district or associa 
tion have taxing authority If it has that it can impose a burden on the 
people who are benefited, whether they wish or not Then you might 
safely enter into a contract with it. Now I say whether they wish or not 
lam assuming that the majority do want to enter into this sort of an 
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pment With the government, but there will always be some minority, 
flare Willing to get whatever advantages there are without being 
']L to assume their part of the obligation. I am also assuming that 
r national government has the authority to collect taxes from the 
taoianes, through land taxes or otherwise 

OiiMhott—What IS the best size of irrigutum disLuiits and what improve- 
Dienta are they authorized to undertake ? 

itwwer—In size they can and do vary enormously 

r irrigation distucts that have as few as 10,000 acies and I know 
oilier districts that have .lOO.tKK) acres or more Tlie very small ones are 
jijraUy not desirable They ought to be huge enough to have some 
niinimum adequate, competent professional stall They certainly will need 
an engineer in charge of opciations, and d they aie going to cany on any 
construction, one in cliaige of eon.sti notion They certainly have to maintain 
tome form of an office It they are going to undertake retail distribution 
jfirrigation water then they must keeji a lot of records So there ought to 
1 ) 6 some minimum size, which can alloid to cmxiloy productively the ne¬ 
cessary competent professional staff That would depend in part upon the 
diffioultiea of the project and the nuinbci of people you are serving and 
tiielike. But I will aaj'-, at lea.st for our conditions, that any district of say 
less than 50,000 acres as rathei small to maintain a staff adequately If 
they get too largo, then you have lost many of these advantages of local 
government They become just as remote from the average user as the 
Central government may bo and you may have difficulty in getting people 
out to vote on the elections and all that sort ot thing 

There may bo othci jiractical considerations Ordinarily a district 
ought to have a more oi less an entity of physical work As I understood 
the project presented to us yesterday that aioa could very conveniently 
form an excellent irrigation distiiet—about 70,000 acres and several thou- 
iind irrigators I judge it would bo large enougli to utilize a competent 
jiaff fully So there is no hard and fast rule on size They can vary con- 
■iderably 

Now as to what tiiey uiidertako, that will depend fiist upon their legal 
Mthority But assuming that you have a law which gives an irrigation 
district broad authoiity, then the only limit is the technical ability and the 
ability to finance activities I know many ol you have seen some of our 
irrigated areas m the US A great many of the larger areas are organised 
into irrigation districts Theie are 15 oi 20 irrigation districts operating 
in the Salt River Valley of Arizona In California, I suppose there must 
1)0100 irrigation The Columbia Basin project which will irrigate about a 
million acres has three largo di.stncts Bomo of the districts have had a 
successful financial record There are two m California, the Modesto and 
Turlock projects, which aie fiequently pointed to as examples of successful 
private projects They build their own storage dams, their own distribu¬ 
tion systems, financed thorn out of private capital, paid commercial rates 
of interest, and were highly successful They did not develop hydro-eleotno 
pwer directly A private company installed the power house and the 
generators for electricity. They are projects that have completely paid 
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Lack the indebtedneas and now make n low water charge Those are ft# 
most successful 

Ordinardy districts ought to limit themselves to functions connecW 
with their primary purpose Bub that is not always tiue For instance 
some imgation diatiicts aio now handling elcctiicity They took on an 
added function, although they were never loimed lor the purpose of dij 
tributmg electricity But, being vii existence and coveimg the whole area 
and much of the electricity being used ioi irngat.ion by pumping, they rather 
naturally got into the distribution of cleetiicity 1 think at least in one 
instance the reverse occurred, wheto a district was formed originally fm 
the distribution of electricity, has now gone into the distiibution of itriga 
tion water as well Many of thenj undertake chain.igo activities as well as 
irrigation 

As many of you know, in the U S the whole piogiamme of distnbntwi 
of electricity to rural areas has been tiemendously acceleiated by the Runl 
Electrification Administiation. Wo have in the U 8 piivate companies 
for distributmg power and also public power agencies The private com 
panies had generally not exploited the ruial miuket to the full They had 
done so m some of the better farming areas, but, 20 yeais ago, considerably 
more than half of our faims were without electnciLy and the costa were 
very high The federal government established R E A , which is only a 
loanmg and service agency It does not buy properties noi does it generate 
or distribute electricity But it encoui ages the foi mation of local co-opera 
tivea and loans them money Some of those lo operatives have their ovm 
generatmg facilities, but moio frequently they liave bouglit power at central 
pomts both from private companies or from public dams, and then distribul 
ed it I do not know what the percentage of laimeia with electricity is 
to-day, but I am sure it must be over 80%, and pi ogramme will push on for 
ward to cover moat of our areas In genoial the co-operatives have had a 
successful record 

Many of the electrical co-oporatives are now taking on, or considering 
takmg on, the establishment of lural telephone lines We have just the 
one dominant telephone company foi the S and it and its subsidiaries 
have been reluctant to extend into the rural areas As a matter of fact w 
have fewer telephones in rural areas to-day than we liad 20 or 30 years ago, 
because the automobile has made it possible to travel easily and consequent 
ly people would not put up with unsatisfactory or expensive telephone ser 
vices And it has been both unsatisfactory and expensive, m the rural 
areas So much of our rural areas do not have telephone services now, 
Many of the electric distribution co operatives are considering takmg on a 
telephone system for the same area and for the same cu.storaers It is a very 
logical thing They are serving the area, they have then contacts with the 
members, they have a going organization If it is the soi vice that their mem 
hers want, they can extend it rather easily to them 

Those are some examples This is a matter which ties particularly 
to your general political philosophy If in your country you are trying to 
encourage maximum local government and local assumption of responsihility, 
then such districts have a great deal to be said for them 


244 



OEGANIZATION AND AnMrNISTHATION 


CONTKACT NEGOTIATION 

Die next point that I would hko to raise is, how you arrive at a con- 

ctwitb whoever you do contract* Do you enter into a negotiation, or do 

jjmply say, here is the contract, take it or leave it Again, that depends 
Ceat deal on the political and philosophical climate m which you operate 
( In thell S at least and I am sure that ifc is true of some other countries, 
llieBe local districts negotiate with the Cential govoinment on essentially 
(Diially torms I mean they may say, wliat you are demanding is unreason- 
i and we refuse to pay it, oi wo cannot accept this or that or the other 
ttinis, and m many instances they get substantial adjustment of tho contract 
to meet their wishes Of course, on tho other hand, there may be limits 
ifitliin which the government can oi will negotiate ff you are the represent- 
alwe of a govemmeut agency and operating under a definite framework or 
law, you obviously cannot negotiate bcyonrl tho fi amework of that law. 
And if the law saya the full costs must be lepaid, you must negotiate contracts 
jhich do get the full costs, or else the whole thing falls through But m 
moat instances, there are a good many matters on which negotiation is not 
only possible, but desirable After all tho essence of negotiation, whether it is 
negotiation between emplovees and employer or any other form of negotia¬ 
tion, lafor one side to yield what means least to it and most to the others. 
Sometimes there are things which do not matter particularly to you, which 
mike a great deal of diffoienco to tho party with whom you are negotiating 
and conversely there may be things which you think are quite important, 
that they do not consider too impoi tant So it is often times possible to 
negotiate over a contract to mutual advantage You can come out with a 
contract which nearly satisfies both It is rather hard to generalize on 
allofthis because tho situations can be so extremely diverse I am going 
(0 come later to some of tho things that ought to be in a contract, the 
terms of a contract, in addition to the price That is, if it is an irrigation 
district, how much water and when it is going to be delivered Many 
Ihmgs of that sort can bo negotiated to mutual benefit 

The government agencies mav bo quite severely restricted in negotia¬ 
tion, Of course m the long run the legislation can be modified if necessary. 
The irrigation or other district may also be limited in negotiation, both by 
reason of law or by reason of its members ability to pay or by their willing¬ 
ness to accept certain things. As a unit of government it is responsible to 
its electors, and there are limits to what they may be willing to accept. 

One of the questions that may well arise is, when do you negotiate the 
contract* There is one school of thought which feels that such contracts 
should be negotiated and completed prior to any expenditure of funds hy tho 
central government If you say, we are going to build an irrigation project 
snd we are going to require payment from the beneficiaries, under this theory 
you should got a definite conti act to that effect before you begin any con¬ 
struction That is a good theory and in many instUT'ea, it wruld he quite 
desirable to do that On the other hand it may also be impractical if not 
impossible to do it 

If you are talking about in igating a desert area, which is owmed private- 
Ivbut not used for agiiculture, it may ho difficult to enter into a contract 
for repayment It is going to be several vears before vou get water there, 
the people to whom you are going to supply the water are not there, and the 
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present laudowncie arc (|Uite unfamiliar u itlv iint'iition h a aensevou 
away some of your bai gaming power when you build part of 
before you negotiate the eontiaet Hut on the other hand you have bo''* 
thing more specific to offci and the actual final negotiation may be ea' 
at that stage In many eountiies, p-irticiilarly again in the U, S , there h ! 
been instances of private companies builduig irrigation canals and tu 
the landowners lefusing to take water and foieing the private compaj,* 
through bankiuptcy and then buying m the whole thing at a forcedsah 
If there is any dangei of any such thing as that, you ought to entermtoyou 
contract befoie conatniotion iH begun Hub tiying to work out a cont®' 
for sale of electricity pnoi to the budding ot your dam, when it mil beSti] 
years or more before you can have the elcetncity to sell, is a pretty difEalj 
busineSB So the time at which you negotiate a contract with the disttui 
would depend somewhat on the eircuinatances Prefetably, if you eoi 
do it it would be better in advance ot nctuallv committing yourself to ei 
penditure of funds But that may be praeticallv impossible. 


Price ok. chabcie in a conteact 

One of the crucial paits of a contract is the price. How much are joi 
going to ask the project beneficiaries to repay® In part, that deoiik 
comes from other considerations, i e , tlio general policy dooisioti ofThclksi 
you are going to require repayment or not 

Many types of resource dovolopmont are undertaken by Central gov 
ernments on the nirangomont that the benoficianes repay the cost ad 
only the oost—the government opoiating them without profit, butprmui! 
ably without loss Now if that is tlie airangemont, then obviously then 
IS not any real negotiation over the price Even m tins case there migll 
be sonle negotiation as to what features would bo included in the projetl 
beoauso the costs might bo different and because some features might Ml 
be worth their cosh But if the legislation under which you operate ralkt 
specifically states that the cost incurred by the government shall bs te 
covered and it is also clear that it expects to recover nothing more thw 
those costs, then there is really nothing to negotiate about the price. Its 
given 

On the other hand, m a great many situations, tor one reason or another, 
you might want the price to be either below or above the costs meuttei 
The cost of some project might be gi eater than you feel can be recoveisi 
from the direct beneficiaries There may be indirect benefits that yon 
will not try to recover or you may deliberately wish, as I indicated eirliffii 
to underprice certain resources in order to encourage their use 

It is also conceivable that a government might undertake some rt 
source development and charge moio tor the lesourco than it oost tbom 
to produce In that regard I would think that the generation of olectnoitj 
was one place where the price you charge might not necessarily be tti# 
coats that are incurred In the fiist place, if it is hydro-olectrio energy 
it 18 likely to be a multi-purpose project and hence extremely difficult to 
flay what costs you have incurred tor the electric development The costs 
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loint for several purposes But even if you could identify the costs, 

Lffhfc decide to charge different amounts than your costs. In a highly 
Cstrialized country like the U K , one of the gioatost incentives to fur- 
Iher industrial development can bo cheap electricity We have certain 
ress where the price of olecti icity is a small part of an anna, 1 /10th or 2/10th8 

in anna per kilowatt hour Many of onr electro-chemical industries 
« based upon largo quantities of very cheap eloctiicity on an essentially 
kndred per cent load factoi But in an iiiidordoveloped country, where 
you do not have much oloctnc oiioi gy, the situation is quite different. There 
jio few rodustnes that you are likely to introduce in an underdeveloped 
country where the price of electricity is an important part of the financial 
success or failure of the projoat The availability of electricity may be 
critical, but the difference botwoon 3 as or 6 as or oven 8 as. per kilowatt 
hour might be an unimportant part of the financial profitabihty of the pro¬ 
ject Other factors would unquestionably overshadow the cost of the 
, eleetncity The cost of oloctncity for most types of industry, particularly 
1 the kinds that are best suited to undordovolopod countries, is a small part 
of the total Any conceivable price of tho oloctncity is not going to spell 
(he difference botwoon success and failure On the other hand m a highly 
industrialized country whore largo quantities of olecticity are used, the 
price may be tho deciding factor, as to tho location of tho industry in one 
region or m another But even there, tlio availability of elootnoity is often 
times more important than its pt ice, at least within any reasonable range 
jf price 

Under those circumstances 1 can conceive that some of your countries 
might rather deliberately charge more for electricity than it costs them 
I It would still bo a choapoi and a moio flexible source of power than any 
I ether power and, even at a price well in excess of its cost, it might still be 
a bargain to the manniacturer A price above cost might be an effective 
way of raising some revenue for industrial development or further re¬ 
source development on the part of a government 

Whatever the considerations that dotormmo price, wo have a problem 
of establishing a price in tho contract for th© resources that you have de¬ 
veloped Tho price may bo a capital charge or an annual charge or a com¬ 
bination. If you have an irrigation project, you may sell the land and 
water at a capital price which rocoveis tho costs Ordinarily that is not 
satisfactory because the people whom you want for settlers do not have 
that amount of capital If you want to make a capital charge in the be- 
ginmng, you might not got any Bottlers So, more commonly, a price per 
year is established which may include an amortization or an interest charge 
or even in many instances both 

If you enter into a contract for a long period of time, somebody is 
tabng a risk of greatly changing prices No one knows where the general 
price level is going to go for the next fifty years Conceivably economics 
and pubhc administration have developed to tho point where we are gomg 
to have modoiatoly stable price levels from here on One of the reasons 
why I am sceptical about it is, if you road tho economic literature you will 
find that many people thought that was going to occur after World War I— 
there were somo extreme statemoats made, m the U- S. particularly. 
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We had just established our federal reserve SYstom and we thought it 
govern the price level by monetary control Woll^ all you have to do, 
to thmh what has happened smco 1925 We did not stabilize pncmfto! 
either down or up movements There has never boon a 60 year porioi! 
ovon a 30 year period in economic history, i o , for the last 200 or SflOyoitj 
when there has been a leasonably stable pnoo lovol throughout Sowu' 
ever you enter into a contract, that involves payment over 21,30,4o [, 

60 years or more, somebody is taking the risk of a changing pnoo love], 

If your contract is for a specified sum of money m total and spooifiel 
annual payments, then, auporlici 11 y at least, the person with whom yea 
make the contract is taking the risk Actually ho may not bo, became 
if you get into a period of severe economic distress and ho finds it impoj 
Bible to pay, probably no private institution coul 1 insist upon the con 
tract and certainly no government institution can do so, because it woull 
mean bankruptcy of all the people with wliom you contract So aolaally, 
whether or not you appear to shift the risk off to the people who outer into 
the contract, the govornmoiit still cairics some of the-risk On the otto 
hand, if you have entered into a firm contract that involves a specific suni 
of monev, you can bo fairly sure that the government is not going to gst 
the benefits of a rising price level At least, it is most unlikely thit they 
will, hocausa that woull involve complete renegotiation of the ooutratl 
and that is probably politically impossible I moan people will say wo hw# 
a contract, wo agreed to pay this, wo arc paying it, why should wc ber«. 
qmrod to pay more 

In some instances the contracts include a sliding scale; m other words, 
higher payments m periods of high prices and lower payments in ponol! 
of low prices Such proposals aio always more popular in a dopronion tton 
they are in a boon I have watched them with much interest in the hit 
20 years m the U S. Whereas m the 1930’s tho irrigation people wore 
olamouimg for a type of contract which varied thoir annual piymont ac 
oordmg to some index of prices, in the last 8 years there has boon a groit 
deal of opposition to such contracts, when they have been propose! It 
is a fairly simple matter for an economist to figure out a sliding scale If 
the price index goes up 1%, the annual charge may bo goes up 1% or nny 
be a higher per cent—may bo 2 or 3% In other words the payments mij 
vary more than t e price index But if such indices are adopted, they mem 
much higher payments m a period like thopiosont In tho D S form 
stance the Forest Service makes a charge for grazing on pubhc lands which 
18 directly proportional to livestock prices It has produced a good doil 
of complaint m the last 6 or 6 years, because it resulted in charges about 
throe times what they wore when tho system was first set up Liveitock 
prices have gone up a great deal Some of tho federal irrigation pcojoiita 
in the U S. wore built on a programme wlioioby tho user of irngition 
water paid a charge per aero equal to 5% of tho gross value of crops pro 
ducod per aero on tho project Charges woie based not on his iniiviJud 
faim, but on tho project average, if it was a $100, ho paid $5, itrespoota 
ot what the values were on his farm. 
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fitich arrangemonfcs and such formula} have a good deal to be said 
. On the other hand they have a lob to bo said against them, 

p' disadvantage IS the difficulty ofthoir being undoi&tood by a relative- 
iTuneducated people It may also bo difficult to gob a completely fair for- 
ula For instance, a formula which i.s based only on gioss income, com- 
Itely Ignores changes m costs While it may do fairly well for year to 
year variations at a reasonably stable price level, it is unsatisfactory if you 
have a major upswing in prices such as wo have had in the last 10 years 
Prices may be 3 times what they wore in bho 1030’s and yot farmers may 
not be makmg three times as much not income, because costs have gone 
op also. If you do have such a formula, there are good arguments for not 
miking adjustments to small changes in prices, because that leads to small 
adjustments which are confusing Perhaps it is bettor to negotiate a price 
and simply leave the contract open to renegotiation at intervals in the 
future In other words to negotiate a fii m contract for the first say 10 years, 
with an arrangement for renegotiation at 5 year intervals thereafter, or 
something of the sort 


T'erms of the contract 


Contracts about repayment, whether for irrigation projects or others, 
must contain a great many other provisions, provisions about the time 
and the kind of service and all sorts of things As I understand the irri¬ 
gation systems hero, water is simply provided in a fixed volume on a ro¬ 
tation basis at intervals which presumably provide for enough water to 
the farmer But in many cases, whether it is irrigation water or any other 
resource, you will want some flexibility m the amounts that are supplied 
and the kinds and times of deliveries and all sorts of things That is parti¬ 
cularly true if you got your irrigation water supplies fully developed In 
other words, if you try to develop the total water on a stream to its maximum, 
you are going to have some water which is not dependable water Its value 
IS less, and the way in which it is use I should be different 

Some of the contracts that I know include a great deal of detail about 
niMimum volume for the season, maximum amount in any one month, 
adjustments made if the available supply is loss than the demand, and a 
great many factors of the kind The situations may vary so enormously 
that it 18 impossible to lay down any general principles except that aU arrange¬ 
ments ought to be worked out in advance as carefully as possible. If you 
we going to have a contract of any value, it must be adequate to cover 
all situations that will arise Now if you cirmot visuahse every situation, 
and you frequently cannot, the contract ought to have some provisions 
for negotiation or adjustment when situations do arise If possible you 
should avoid situations in which the contract provides no real answer and 
in which there may bo serious oontroveisios between the irrigation people 
and the government 

In many areas, the volume of water is actually measured at the farm, 
at each farm delivery, by use of wiers and the lime of flow In many of our 
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irrigation districts and in other countries, there is -what is oilled a nj' 
fled demand system of water deliveries The farmer orders h,ia water i 
specifies how much water he wants and when he wants it Now l' 
it 18 modified demand because ho does not always got it exactly when? 
orders it, because when you have sufficient capacity to do that, you?™ j 
a lot of excess capacity m your irrigation system But ordinarily he !!" 1 
get it within 48 hours, one way or the other, depending on when he orde? 
it. He does not necessarily take it as a strict rotation Of course that' 
much more practical on largo farms than on small, because you uaealMs? 
volume of water over a longer period of time The actual mea 3 urein®i 
may be at the farm head gate or more frequently it is in the first snial 
canal leading to the farm Each farmer gets the total flow of that cjisl 
for a period of sovoial hours and then it is shifted into the next fatmdoini 
the road for a different period of time You do not actually need awiei 
at each farm gate 

In many cases, it has been practical to impose a sliding scale of watjt 
charges There is no better way of reducing waterlogging than to hra 
a sliding scale of water charges The man who uses a lot of water piyi 
heavily for it For instance, I know an area where the charge was $2 per 
acre for 3 acre feet of water, The next acre foot would cost him say 50 
cents or half a dollar, the next one after that would cost him a dollar ul 
the next one after that would coat him 2 dollars This is a steeply graduated 
scale of charges and so priced that there would be considerable incentiii 
to reduce his water consumption In most types of farming, it is possible 
to drastically curtail your use of irrigation water and still get qualfy good 
yields, by the use of more labour, tlirough better levelling, and through bet 
ter control of water I am not at all sure how practical it would be to doil 
with quite small farms—2 and 3 acre farms. On a very small farm tk 
flow of water would be only for a brief period and it might be difficult to de 
vise and operate a system of sliding scale charges But on larger farm! 
the flow of water will be for several hours, so that it is obvious to eierj 
body including the farmer, whether he has used much or little water, Re 
cords are kept farm by farm Where there is a sliding scale of wate 
charges, that goes a long way to keep overuse of water to a minimum. 

Question —How is water measured to the farmer, and is it costly 
to do BO ^ 

Answer —On practically all of our irrigation districts, whether they 
are private or public, or even cases where it is a private company providing 
water, we have what we call a ‘Water Master’ on each canal system There 
IS also a ditch rider on each canal who turns the water from one gate to 
another He keeps a simple little notebook in his pocket He notes in il 
that he turns into John Jones ditch at 6 10 m the mormng, 2 cnsecs, then 
later he puts in the same hook an entry that the water was turned o! 
at 10: 40. Y m th’is h"ve n volume and a time That s all you re 
quire to calculate the total acre feet of water It is also totalled up for the 
year and you know the total used It is practical and not costly 

It may be that your farmers are more careful than ours If water ifl 
not expensive and particularly if no restriction is put on its use, om 
farmers invariably use too much And they use wasteful methods of irri 
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jor instance, in irrigating a large area, they will have a stream 
F*"' ,g 20, 24 hours and they set the stream to run and go off to sleep 
^“"^dace A lot of the water may run to waste. Whereas, if the costs 
they would either stay awake themselves or hire someone else to 
We have found that in our highest typo of agriculture, where 
'to 18 moat expensive, a lot of money is spent in very careful relevelhng 
Jj^very crop That saves a lot of water, and is economic to the farmer 
ifwlerJs costly 

The price incentive scheme may run in the opposite direction, parti- 
iiljrlvin the case of eleotrio power After all, as you engineers know better 

I the cost of electiic power is closely related to your load factor and 

10 uie per customer You may want to institute a sliding scale of charges 
for electricity in the opposite direction in order to encourage large amounts 
net user. As an extreme instance when the Bonneville Administration 
S the Columbia River first began to sell electricity to industrial concerns 
,jd the magnesia and alluminum induatnes first started coming in, they 
ioldand still sell electricity at so much per kilowatt year, not per kilowatt 
Iwr, The price per kilowatt year was $17J The buyer was entitled to a 
tilowatt of electricity for every hour in the year if he wanted to Use it 
ffljfhe used it 60% of the time, it still cost him the same annual amount, 

11 other words the marginal of coat for an hour of electricity is Zero It 
^ us most extreme case It was a terrific incentive to the electro-chemical 
iiidustries I have forgotten the number of kilowatt hours that go into 
I jpound of magnesium, but it is very high The agency was bidding for those 

istnesandit got them, as a result of that sort of pricing. 

But the common practice in the U S for household and other usea 
of electricity is a sliding scale For most household electricity, the first 
tJkilowo't hours sell at one price, the next 100 at a lower price, and so on 
down. And in your home for instance, you always know that if you run 
iiound and turn off all the lights, your saving is only the last hours and 
lliey are the cheapest hours So as a result people use large quantities of 
‘ olectnoity because they have this incentive pi ice to uso it It is profitable 
‘ lo the compames because thoir cost depends upon the use per customer 
la many of our agricultural areas, a certain charge is made for each horse 
power of connected electricity I mean if you have a pumping motor, 
ay a three horse motor or whatever it is, you pay a certain charge, which. 

1 ! based upon that horse power, irrespective of whether you use an hour 
of electricity or not And then you start off with a much lower schedule 
ofelectricity charges per hour of uso 

The possibilities of variable prices in any resource you make avail- 
ible are really considerable and ought to bo explored and followed up care¬ 
fully, By means of a price schedule you can provide incentives to use 
Bore or less of a resource and yet have as flexible a system as possible Per-~ 
liips for your farms suoh a system is utterly impractical I do not know. 
Blit it has Worked successfully with us, because it gives the farmer the 
fflaiiumm of freedom in the use of water and yet it gives him a high incentive 
lo economise the water. 
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CONTBACT ENFOKOEMENT 

I want to mention only one more thing on repayment conlr 
Again I am sure it variee from country to country, but if you enter m 
contracts with users of resources, the time is going to come when youli 
have some difficult enforcement problems That again depends^onil 
customs and the attitude towards government m your country Bntct 
taiidy our federal irrigation programme lias had some difficult times, | 
the depression after the World War I, and in the depression of the ^ 1 , 
30’s, farmers could not readily pay and tiiey got into the attitude theyuoni 
not pay. We had extensive moratona granted to all irrigation ^irojtti, 
for 3 or 4 years in each period The government or anyone else can ei 
force a contract if it has a few jieoplo in default, but it probably carnini 
enforce it if you liave masses in default I moan if all your farmers mam 
rigatioii district simply refuse to pay, you have almost a rebellion on yo® 
hands, may be a peaceful rebellion, but you cannot enforce the conttat 
Of course that is a moat unfortunate set of circumstances if it doesanit 
It IS unfortunate if the circumstanceB are such that there is some mtnj 
to their position and it is still more unfortunate if people have thatsotlit 
an attitude towards operations by their government 

I suspect and I hope that people in your countries have on tho vM‘ 
more respect on the part of your citizens to their contial government, tlm 
we have in the US I imagine tins business of mass refusal to payim 
gation charges is less likely to happen m some of these countries than ii 
the U S I may be quite wrong in that I think that is extremely m 
portant because most of yoUr underdeveloped countiies are going toh 
carrying on relatively more government activity than we have done 

Participant’s question —Were these moratona due to failure of miji 
tion Water supply, or crop failure for other reasons'* 

Answer —No, they had good crops, but prices just went down 111 
of these refusals to pay have been altogether economic phenomena, tiii 
natural phenomena Tjbey have grown out of price changes and extiecnlj 
low income, not out of any natural conditions Our irrigation devsltp 
ments have ensured the water supply In other words they are based up 
an adequate analysis of the hydrograph of the river and upon an adequate 
storage Shortages are so infrequent and so small that the risk of till 
must be borne by the water users There are projects like the CentralVal 
ly Project in Cahforma, where about half of the water is so-called Clan! 
water, available only in some years and in some seasons Butitispjii 
for at a special price and when available So there is no question of fata 
If the time comes when you build large storage dams on your rivers, of com 
that runs into a large investment But it would insure an adequate supplj 
Then in that case you would not have the necessity of remitting wslfl 
charges for crop failure. 

XII Administrative Problems in Settlement of New Areis 

The next major subject which I want to consider is some of the admiuii' 
trative problems in the process of settling new areas Again, I am going to 
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irrigation projects as a primary example, although some of the matters 
Id be at least partly applicable or cr|ually applicable to other types of 
If you had a land clearing project most of these same matters 
be applicable For some industrial projects they would also be 
"^nbcable. And I <iin going to emphasixe the administrative aspects 
Suse much of tins material lins been eovered by other lectures, but 
jiiant to try to bring out some of the administrative problems that will 
ht involved. 


Tbchnical phodlkms in it-anninq settlement 

Firafcof all, there are a lot of difficult technical problems in the plamnng 
of a settlement, whether it is irrigation or any other kind of a settlement 
TliB matters that are important in a particular situation may be different 
fnjm those that are important in another situation In one of the projects 
recently discussed here, the all i nportant question was the availability of 
rider In some other proj’ects that might be a simple and n n-controver- 
' jiditem, but on the other hand there it might be the quality of the soil or 
ranous other tilings The range of subject matter that is impoitant in the 
I [onaideration of a settlement project has been outlined for the piojeot re- 
ports The soil, the iingation water, the geological and topographic con- 
1 Jitions, the roads, the markets and a great many other things, all have 
[ ten considered previously at this Centre 

Perliaps the only one that has not been conshlered fully, at least in my 
liidgment, is the planning of youi roads and where your people are going 
tohve This involves, among other factors the relative merits of villages 
Md open country aetllomenta Those two extremes of settlement exist 
illover the world. But there is also an intermediate type which is frequent¬ 
ly not mentioned You can have what is sometimes called a line village, 
iihereyou do not have a village in the usual sense of the word, but where 
pa concentrate your people along certain roads with their farm land lying 
tack from the roods That has happened m so\ eral parts of the world 
mthout any specific planning where your avenue of transportation was 
14 water way and the farmers located along it Their farms run back quite 
, a distance away from it. You can get some of the advantages of Milage 
settlement from such a form ol concentration along your highways 

A vdlige 13 a concentration of people in one place with a farming area 
around it Open country settlement involve farmhouses scattered over 
tie country side The line village involves roads or other forms of trans¬ 
portation at specified intervals, with farms extending back from the roads 
You may get such a pattern of settlement any time that you develop roads 
or other forms of transportation and you do not have village farmmg. 
Bat it can be planned and thus made more effective. Particularly one 
Mpect of it 18 to make your farms as narrow and as long as you reasonably 
MU without interfering with the farm operati jns. 

On one of the irrigation projects, we set up as our guide that the farms 
Mould be from 2 to 4 times as deep as they are wide in their frontage 
wngthe road With the size of farms that we had, that did not in- 
tefere with the efficiency of irrigation or the efficiency of farm operations. 
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You could carry it to the extreme and have such a narrow farm that iisfii 
vould be so email that they would be expensive to farm aadexpenslt 
irrigate. The greater the depth you can get, with a reasonable ftorl!’* 
the more houses you can get along the road. You can keep total tni)?' 
of road to a minimum and your population density along the rood ? 
maximum On this particular irrgation project it is not only a maa' 
of building roads in a new area, but of extending electric powerlinpg i| 

IS anticipated also that tlieie will be free delivery of mail along theroj 
free buses to pick up school children, and trucks to pick up milk anderS 
from tha fainis. Wo felt that special savings could be made bothmiL 
original capital outlay and in the operating costs by means of this fomji 
settlement as against either a random open country settlement or vifc 
settlement Actually most of the farmer.-? in the U S. will not live in 
By careful planning of the roads and then not constructing new roadstlm 
you do not need, you can govern the pattern of settlement and bring abn® 
material economies 

Prom an administrative point of view, the big problem is oneofbemi 
sure that all of v'our specialived knowledge, and spociah/ed groups of peopb 
have been brought into tlie picture and yet they do nob obstruct the lieu' 
lopment of plans I think that your c.xporience in woilung up your countiy 
reports has illustrated this point You must considei a wide variety of 
any one of which may be critical in a particular situation It is not enoajli 
when planning a project to bo riuht on 9 out of 10 important factors or evu 
99 out of a 100 important factors, if the one you omr. is a critical one lie 
a high standard, not like taking a courHo and passing the examination wlb 
a 90% grade or an 80%, grade or getting a passing grade You hart 
to got a passing giade with ]00“(, of the major points and that may mvoke 
a lot of different technical factors In a particular siiituation it maybe 
plant diseases or it may be plant pests, or it may be nn insect or any one ol 
a great many things In other words for some ol your planmng a goodei 
tomologist may be a critical jiart of your planning team In others thedi! 
ease and the insect problems are not particularly severe and then yon can 
more or less ignoie them 

If any of you are going to be administrators of projects as a whole, out 
of your problems is to be sure that all of these relevant facts have been brought 
in, which means that all of your relevant specialists have been brought 
into the picture This may involve technical production specialists, ecoio 
mic speciahsts, farm organization specialists, marketing speoialista, pm 
analysts, and in may cases sociologists I do not know in whose field tbii 
planning of population distnbution falls—the sociologists, the highway eu 
gmeers, and others have all handled it at one time or another. What I hart 
tried to emphasize by repeated exmples is that the scope of knowledge 
you need for successful plannmg and therefore the scope of specialists ffli 
be extremely wide 

But you can go to the other extreme I have seen it happen PerhB|» 
you draw up a hst of all the factors that are important, and you 
get about 40 different ones Perhaps you say, we surely must havu s 
specialist on each of these Then you got all those specialists together 
and you produce a lot of stimulating discussion, hut it is a long ta 
before you produce any plana and may be still longer to produce aD|f 
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And as an admimati atoi, you have to make some difficult 

' 03 to winch specialists are important m a particular si tuation 

draw them into the planning and yet keep the group as small as you 
That involves some difficult decisions, because by definition you 
'"'not a specialist, you could not possibly be You may not have 
teeipenence and knowledge to know whether you no d an entomologist 
or not and ygt you are almost toiced to make those decisions 

And then suppose you do get viuuiuh specialists to work in the plan- 
of your project and it comes to a dilferenoe ot opinion between them 
pdiapsitis the kind of difteienee of opinion where they sun ly do not 
(jlk in the same terms I mean, d one sjicciahst says there is a water 
,mpljrand another says theie is not, that turns around a factual decision 
jhicli you can presumably resoKe But if one of them is arguing for one 
tourae of action on one act of considerations and another one is arguing 
fjfflinatit on a wholly diffeient set ot considerations, then you cannot 
^ match them up Their arguments just do not meet at a common point 
And yet in some way as an admimstrafor you must make a decision between 
tkem Ideally, you foice them to resolve their differences, but sometimes 
the decision comes down to you as an a'lnimmtrator 

The most effective technique that I know is one I suggested earlier, 
nimelv the idea of drawing togothei a team of research and planning 
people for a particular job and letting them work as a group without neces- 
sardy setting up any formal oigani/.atioii In other words you might 
dijw a few apeciahsts fioiii the agiicultural department, a few specialists 
(rom the irrigation dcpaitmenb and if you have a co-operative farming 
and a marketing department you draw your specialists from there Their 
assignment is to cloviso plans and [iiogiammes for the settlement of an area 
foaset them up as a temporaly working group, rather than attemptimg 
to build up a complete new buicau with all these specialists That to my 
Blind IS the most effective technique of planning such programmes. But 
it IS certainly not the only erne If you are the top administrator you can 
do a great deal to help the whole process along, not by intervening as a 
speoiahat and attempting to answei the specialized technical problems, but 
simply as a catalyst in bringing tho various specialists together You may 
find it necessary to insist on their coming up with some sort of conclusion 
which they can all support and which you can adopt and carry on with 
confidence 


Source and selection of settlers 

The next major problem in the development of any sort of a settlement 
project is the source and the selection of settlers. Incidentally, I think 
that this is frequently the most neglected part of a project I think you will 
find relatively less refeienco to that in these lectures than to almost any 
other matter Who is going to settle on these projects and how are they 
going to be selected? Sometimes the answer is quite obvious. You are 
budding the project to settle refugees, but withm the refugees, especially 
if the project is not large enough to settle all refugees, which ones do you 
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select 1 Who selects them? On what basis do yo i a lectthem t That 
into to a lot of aoci logical and psychological problems with which /’ 
times the engineering people and the economists are not well eqummj? 
deal We have hinted at aomo of the problems of moving people from " 
area to another, from one typo of life to another We raised a hy 
questions about it 

In that field I believe there are just as many possibihties of techinmi 
and professional approach to those problems as there are m most engmeetin 
and economic fields Perhaps they have not been applied as often ® 

There is a question of whether you aro making your seloetiona bo14 
on the basis of probable success or on some other basis If you are aethn! 
up your project for the purpose of its succeeding, then of course you 
to get on it the very beat settlers you can But has that met the needs cl 
your country You may set up a pioject, not for the purpose of gromm 
crops in a particular area and having a successlul profitable settlement 
but for the purpose of benefiting a particular group Your objoctivoii 
different. If you were developing a private irrigation project, you woulj 
obviously want settlers who have the greatest opportunity of success in 
order that your chances of profit would bo increased But as part of s 
national programme, i / may be better to settle some other people 

But which group and for what purposes and how do you select tliemi 
I think that is frequently one of the most neglected aspects of iingation 
and other projects Often the detailed physical planning is done hut then 
we just Ignore this aspect of the human-planning—of who is going on Hi# 
project, how they are going to be selected and how they are going to adjusl 
to their new environment Some of these matters have been raised before, 
and some of them have not in our oarhor discussions What I do want to 
emphasize agam is the administrative aspect I think the first and most 
important matter for the adrainistiator is to try to get a full statementot 
policies on the part of his government What gioup have you in mindi 
What are you planning this project for * Is it for maximum success of ths 
project, maximum income to the people, or for a minimum subsistence in 
come of the people, or just what are you stiiving to do in setting up tins 
project 2 Perhaps my expeuenco has not been the same as yours, but in 
many instances if you ask such questions, you simply cannot get any 
agreed-upon rational answer You find that those questions have just never 
been worked out 

Then, next, as an administrator, you have to set up some ionu o! 
an orgamzation which is most likely to make that selection which you real 
ly want to have made It is entirely conceivable that you will build a. pro 
ject and have difficulty getting settlers for it If you do, that often times 
raises so 'c questions as to the soundness of the project If there s 
not a wilhngness to settle on the project, it may be that there la a 
question as to the desirability of the project On the other hand, 
if the project involves new conditions, now living arrangement's, d 
may be that people will be reluctant to take them up, oven though later, 
after they have bee me famihar with them, they are quite well pleased 
to have settled m that area You may have a problem of reoruitment 
even though it is a good project, but frequently the difficulties of recruit 
ment grow out of the shortcomings of the project itself. 
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B ^ if you have more applications from settlers than you have poten- 
I Hlement opportumtiea, then how do you go about makig a selection 
’■“ those? There are some fairly well-developed techniques in inter- 
““""l and appraisuig people to be sure that you get some of the quahtiea 
TrSL are after Conceivably you might deliberately set out to settle 
' pj- people whom you thought would have a difficult time of adjust- 
because they a^e something of a government responsibility, and you 
it this might be a better place for them than any other But certainly 
enter into any such arrangement aa that, you are going to work with 
m open More generally, even among a group that you arc trying 
your desire is to select people with reasonably good oppoitumties 
r, You have not done much for settlers in situations whore you 

they are gonig to fail and you may not have done much for your 
or for the project hat you are planning. There are no absolute 
Iffllena. on the selection of qualiti s for auccess, such os there are engi- 
wring criteria for dams, for water supply or for sods or for what not. 
factors are much more matters for judgment and much more 
_ ,5 of probability than they are certain But by use of good 
Jtliniques it is possible to make settler selections from which you get more 
than if you do not use such techniques 


The colonization process 

The actual process of colonization involves many difficult admmistrative 
proHem If you are going to prepare the land partly or in total before your 
liltlers come, if you are going to erect some buddmgs before or after they 
tome — whatever the sequence of events may be, it is necessary to 
ijjtlironiae a great many different activities into a nice even flow. You 
tirelymuat have eome place for your sottlcre to be located, when they come. 
If it is a moderate chmate, they can bo located m temporary structures 
hrs limited period If it is a severe desert chmate or if it is a severe 
nrlhera climate, you must have some form of better Btructures right from 
lb begmnmg. There is also the problem of how much the settlers them- 
iflfes can do m the construction of their own dwelhnge. 


All of these matters of preparation of the land, construction of bmldmgs, 
mvement of the settlers, their supplies, credit for their first crops — all 
(Ithose things involve literally thousands of details and m my experience, 
loth my direct experience from what I have been able to read, by and large 
it has not been well done. It is always easier to criticize than it is to do 
1 {ood job yourself And as I said the other day, there are times when 
linnet Bufficient to do 9 out of 10 things well, or even to do 99 out of a 100 
roll, and miss the 100th one In the settlement of an area, particularly 
fit is s somewhat dilferent or a distant aiea and involves a lot of difficult 
problems, it is difficult but important that every item be properly synchro- 
1116 ( 1 , one with another That involves many many difficult administra- 
liTe matters. Usually the best procedure is to work out first of all what 
jou need and then work backward from that to get the starting time for 
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various parts If certain things require 6 months to he comtilew 
have to be started 0 months before they are needed. If other thing ' 
a 9 month peiiod, they must bo started at an earlier time 

From my own cxpcrionco and from what I have read, practicnllv 
colonization or settlement project has not been fully satisfactory 
respects Let mo give you one illustration In the early 1930’s in ii 
U S. a settlement was made in Alaska This area has a rigorous nmll 
climate — a short siiminor with very long working days, fairly goodT 
peraturc, hut a long seveio wmt,er 'Uho settleis and aupphej ^ , 
sent up there in shqis and unloaded They also shipped up livestock* 
the same time, When the winter came there was nothing for those hvesW 
to eat, and the settlers had to slaugliter them and salvage whnt they coulj 
They shipped rather expensive dairy cows which had to be killed for ht 
grade beef Looking back, it is easy to say, what an absurd thing to km 
done They ought to liave established themselvea and then shipped n 
the livestock That is the sort of piroblcm that will arise and there is teih 
no better test for an administrative organization, than to plan outsoi 
project of that sort and to get a nicely calculated flow of all the essenliil 
items 80 that they come together when they are needed. 

There are two special piroblcms which I might mention One n 
marlce mg m a new area— you cannot produce products profitably nnb 
you can ra rket them and for many types of products that involves bo» 
sort of marketing facilities They may be simple facilities, buttocDlleii 
products, give them whatever processing is needed, whatever storages 
needed and ship them on to consumers, requires facilities The idiil 
marketing arrangement, once the area is fully developed, may be qelli 
different from the kind of marketing facilities that you need during th 
development period If you are developing a large area, for instance, juj 
may want one central point when it is fully developed Yet if you develop 
it by stages, that central point may actually lie outside of many of you 
first units of development, and it will be necessary to provide somefon 
of marketing facibties dunng the iiitenm settlement period These shoi 
not foist upon you an inefficient arrangement when the time comes thl 
the area is fully developed But on the other hand, you cannot go to Ik 
other extreme and set up your desirable facilities at the beginning, if tkf 
will not also meet the needs during the development period The magmtaJt 
of that problem will vary, depending first upon the complexity of the market 
ing facilities needed and secondly upon the time involved in the settlement 
period If your settlement is going to be completed withm one 01 tw 
years, then there is no particular problem, but if it is going to take a 1# 
year period, then you may well have a difficult problem I speak onthu 1 
with some interest because it was one of the problems on which we woikd 
quite intensively m connection with the Columbia Basin project Tti 
ultimate processing and marketing arrangement may have a lot of difficulties 
in meeting the needs of the settlement period 

A similar problem will ex'st m connection with many types of social 
services, sch^ls, e ucational faoihtics in general, cultural institutionsaii 
s if need during your settlement period may he quite 

eren from what you will need ultimately when the area is fully settW 
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tion of aohools or a location of lioaltli fanliticH or othei fchinga and 
I ^! ure of those facilities may he different You may liavo tlie choice 
, n building a large facility to meet the ultimate need, which will be 
I Mitially utilized and, therefoie, experiHive <lurmg your settleiiiont 
or building a tempoiaiy fatihty dining the .settlement period, or 
Mtia of building the first unit of an evptuulable stuietuie 
^ A second factor to take into account is that in geneial, .settlement is 
jjectivo factor in your poinilation Your liist settlers m an area do not 
Ira the same characteristics that you will ultimately have m that same 
"\from those same people This m most inaiked m lenns of ago It 
iMuds upon the ciroumstancea in wiueh Hotllemcnt takes place But, 
n jsneral, migration of people lor Hettlemcnt, whether undei government 
Idy their own initiative or what not, is a strong selec tivo force m population, 
jlipantsare likely to be young fainilie.s — young jieople just starting out 
mb) families And that creates a most ahnormal age distiibution, the 
effects of which may be felt over 30 or 40 years or even longer In planning 
lie total amount of housing you need, the total amount of social services 
and the kind of social services, the ago distribution of your population must 
be taken into consideration Within the U B , irrespertave of irrigation 
(jedopment, many of our States aueh aa California have Jiad great migrations 
(0 deal with There has always been an abnormal age distribution and it 
1 m had its effect on all sorts of things— on per capita income bpcau.9e you 
liveahigh percentage of working ago in your population, lower expenditure 
1(1 total for social services and particularly education, because you have a 
imall percentage of children It would ho a serious mistake to assume that 
jour population in a new settled area will have tlio same population 
fharactensticR aa in an older area Again that is one of the things that 
Ijs often been ignored in planning f<u new area,s 

I want to emphasize again that all of these nuitteis will have an impact 
upon your administration — a leal impact ujion your administration. If 
you are aware that they exist then you can oulinarily make allowances 
for them 


Credit need.s for .settlement 

The next major item I want to mention among the problems of 
settlement is the need for credit Again, that will vary depending upon 
Ihf nature of the project and the nature of the people that you are settling 
Conceivably j’ou can be developing an area, that is such a good economic 
opportunity and you have people in your population who are willing to 
move in, who have capital — then theie is no problem of credit That is 
foncoivable, but it is not typical. Typically you aie going to be developing 
areas, where there are difficulties involved m development The Thai 
areaaa I have heard it described i.s like this If there are no difficulties in 
any settlement area, it certainly would have been developed long ago I 
mean, you can almost start with that assumption 

Secondly, your settlers are likely not to have ample capital resources, 
■or they would not be interested in going into a new area and & different 
area, and perhaps a difficult area If they had ample capital of their own, 
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moat of tliera ivoukl i)rpf('r to atay wlioro tlmy wore and buy profit' | 
Tliat 18 not comp'oU'ly true Uecause you will always have some 0 ^ 5 ,^ 
plenty ol money, wlio want to go into a now luea, because they thinkifi 
the prospects are bettor 

But in general thu aettlenienb of now areas is going to requite bo,, 
cioclit for bottlei.H beeauhe the bulk of your settleis wall need it, (jfu 
that credit involves a lot of unuKual and diffieult probloma. In the lii,i 
lihice, the economic buae of the credit is likely to bo somewhat speenkint 
in spite of the best aimlyais you have been able to make. There 
some question as to just iiow pirolitabb it ih going to bo foi settlers, Mosif 
private Iciirlois arc going to be siieeulatmg about tlio pirospects of repaymm » 
m a new area and consequently they aie going to be reluctant to loan 
And then you are going to put eiedit into a lot of actual dovelopracnt 0 , 
the farm-buildings, the lovcdling of land, tho clearing of land, brmgragit 
under cultivation, perhaps ploughing under green manures or othei^ 
improving the soils — a good many things which are not necessary onihicl 
are not customary on (In estabUsked operating farm They raise a lot ot 
iinus .al problems to lendcis Ro, thercloro, lenders are going to he 
about coming m, to make credit available 

One of the special problems is always the question ol housmg. Hoy 
housing la necessary in a new area and the cost of that housing is frequertlj 
a major part of the total cost Tho kind ol housing is one of the teijM 
issues on which there is a good deal ol <li.scussion In general there isalwaji 
n difference of opinion between your housing specialists on one side aiii | 
your economists and youi financial picopilo on tlio other side The hoesmi 
speemhsts want to build initially the kind of liwuscs they feel that the am 
should have and will have ultimately Your economists and Enawl 
people want to start off w ith tho miinmuin of housing and let settlers finanti 
better housmg out of their income and if possible built by their own labmi, 

I am not sure that there is any answer to this question and no easy ensmi, 
In part it may be a compiomise It would ccitamly bo a mistake topDl 
all your available capital into a house 1 have seen that happen. 1 ham 
actually seen one case where they put it all into the house and then diil tA 
even have money to put lumishingB into tho house after they had built 1 
On the other hand there may bo some minimum of housing which is essentul 
for actual survival of the family. It is not exaggeratmg to say that in 
northern settlements the hteral survival of the family depends npon an 
adequate level of housing. Certainly the health of the family depends on 
some levelling of housing. I would include with houBmg, provision oi 
water supply and disposal of waste. 

I am not trying to go into the techmeal problems of credit for settlcit 
m new areas, but I am trying to stress some of the administrative problem’ 
If you are going to extend credit to settlers in a now area, there m uat be tb 
closest kind of co-operation between your vaiiou,s planmng and enginccrinj 
groups who will set up the project on the one hand and your credit peopln 
on the other. If there is any basis for credit, in tho sense that it is goinj 
to he repaid, it is going to rest on their plans — not on the experience ol 
the settlers. In most developed agricultural areas, you are loaning o" 
physical assets and on demonstrated experience of your farmers. But m 
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»«rarea the assets arc not thoro — you arc* loainnL; to frcate th(i assets 
*(i there ia no demonstratt'd expcnoiKc 'I'lio plan ih all tlicro is, if it is 
*rarefnl flonnil there may he th< h.isis for credit fl the [dans 

j'e not careful, or if the.y are not sound or if they are not eo ordinal ed n'ltli 
(he credit programme, then credit extension is liaznrdous indeed 

The timing of the advances of the credit, lliti supervision o\ er its use, 
(lie necessary steps to ensure that it i.s used lor the [miposc loi wliieh it is 
jntended and not for other purposes, that Eood ini[)rovenients are, made 
ifithit. that adequate protection m ^veti to the lender and the horrnivci 
gives whatever Beeurity there is, that t.he dishonest settler does not [get 
aivay with the reaouzees that liavc been erealed with his (,redit, are some of 
tlieproblemfl that will an.se and for whn h \onr adnmiistiativo organi'/at.ion 
must be equipped to deal In general, you are going to pour out credit for 
1 to 5 years m increasing amounts, witliout any repayment It dejionda 
on the projects, but there are few projects wliere you can ovpect any re¬ 
payments before the Ilrd year and more often the .'ith year and sometimes 
much longer, There is sometimes a psychological problem with your 
settlers, where actually they are getting along pretty well But their deht.s 
are piling up year after year, they are nob making any repayments and if 
they taire that matter of debts seriously, tlioy are likely to bo upset and 
your lending people are also likely to be upsot 

It is obvious that under those oiioumstancos, wlpoh I think are fairly 
typical, private capital is not likely to bo intorostod to provide credit. 
Perhaps it would bo expecting too much of private capital to do it It 
almost certauily means that the Government is going to have to do it. The 
Ooyernmont may do it tor two purposes (t) to help the settler out and (i») 
to bail itself out I was uitoro.stod m Dr Do Vries’ oxjiosition of the Thai 
project The impression I got was that the settlement authority there 
is essential to make sound and productive the large investments that have 
already been made in the irrigation works As the Government, if you are 
going to have a settlement project — whether it is irrigation, or land clearing 
or what not — you must put a good bit of money into it Then you may 
find it necessary to go further in the extension of credit to settlers, in order 
that they can use what you have prepared. 


SBTTLHia TBAINING 

The last point that I want to mention in connection with administrative 
problems m settlement is the training of your settlers. You are almost 
sure, at least typically, that your settlers will be going mto a strange area. 
It 13 inherent in this business of settlement of new developed areas that 
they will bo encounteiing strange problems In every country, in every 
line of activity, people do much of what they do from habit, custom and 
tradition 1 would think that that would be particularly so in under¬ 
developed countries, where your people are relatively uneducated and where 
they do not move about as much as in some of the more industriahzed 
countries. 
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Wlien you build a now irrigation project or any other sort of anew 
and recruit Bottlers for it, they aio gomp; to be coming up 
tions. Now Homotinios the most difiieult situation for them la 
thinlc is the same situation that they have always encountered, Buti 
18 actually diffeiont Our iingation people say that they would oftentiM 
on a new irrigation project, rather have sottleis who had never had irngitm 
experience, than to have people who had formerly irrigated but anld 
different cuoumstances Irrigation practice depends upon soil tehai, 
slope, chmatio factors, and many otheis What works well inoneplaa 
may not work as well elsewhere The same is true of many, manyotW I 
farm practices What worked well on your farm, your family farmijoiit I 
home farm may not work aatisfaotouly in tho new settlement areas 


We encountered that particulai ly in the U iS as oui settlement ptooeedtj 
from our rather humid areis into our drier and drier areas Yon oanliiil 
literally hundreds of areas where farmers tried to apply certain fanmij 
practices m dnoi areas, whicli they had known in a wetter area, and it id 
not work In many instances they did severe damage For instance bi 
much of dry land farming areas, ploughing and cultivation of the landn 
you did in a wottei area losiiltod in sovoro wind erosion 


New settlement usually puts people uji against new problems, forvliitt 
their old experience may not fit them It is sometimes also true thattke 
are going to be some now problems foi which tho specialists are not prepared 
to cope, but it 18 probable that your specialists will have more of 
answers than your settlors will it is probably going to be necessary ot 
desirable to extend special training and assistance programmes to settte 
on new projects A wise expenditure on many jvrojocts would be forspeoal 1 
techmcal training staff to actually aid settlors, beyond the normal Inmta ' 
of agricultural extension work They will encountoi a great many spwM 
problems If they are doing then own building work, they may need speonl 
help in plaimmg and in actual construction In many areas, where yw 
have a fairly large and involved farmstead, tho actual physioallayoul of 
the farmstead and buddings may be quite important I cannot give yon 
a good example fitting to your agriculture here But in a dairying area, 
the layout of your farmstead and dairy farms may mean a difference iri 
labour requirements of 25% or even 50% In otheV words, when they w 
building it may bo as cheap to build a well jilanned layout as it is to belli 
a poorly planned layout. 


At the time of settlement, settlers can us© techmcal advice in a yw 
that they cannot so readily use it later There are dozens of illustretioii! 
that could be given — the irrigation practices, the seeds, the control ol 
pests and diseases and weeds when they first appeal, before they reslly 
get serious, etc There are hterally scores of problems, which the settta 
will encounter but with which they may not bo well equipped to deal TW 
will call for a special staff of educational people to help them Oc th* 
administrative side it calls for special measures of co-ordination beUMi 
that ec^cational staff and your plannmg staff, your irrigation staff, and the 
hke. Co-ordination is necessary between your project engineers and yom 
farmers m actual irrigation on the farms, because after all farm irrigation 
18 only the last step m your whole irrigation distribution system. 
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All I am trying to say is, if you are general administrator, you ought 
taka all those mto account Even if you are a specialist in one thing, 
“ should take them into account And if you are general administrator 
Jou ought to try to ensure tho co-ordination of tliat teaching with the 

test 


XIII Some Sociological Considerations for Agrieultural 
Developments 

Of the lectures at this Centro, perhaps tho only major item that has 
ten omitted, and that should he iiicludcfl at another centre, is some so¬ 
ciological material I woud hko to bring to you this morning some of this 
iociologieal material and particularly with reference to one irrigation project 
in {he U. S- 


Some basic ooncktts 

I am going to talk about three general ideas I do not like to call them 
defimtions, because for one thing they are not universally accepted One 
of them IS level of living, a second is standard of living, and the third one is 
tontent of living I am using these terms in a strict sociological sense, not 
in the popular sense 


(a) Level of living 

The level of living is what people have That is easily measured You 
can etudy a person’s physical assets, what he spends for living—what he 
has m terms of clothing, housing, food, recreation and the like That de¬ 
pends very largely upon three factors—his mcome. Ins tastes, and his 
ability to spend his income wisely 

This simplified diagram was made up entirely out of my own memory 
andnot out of the specific figures, but it is not too different from what such a 
diagram would look hko for the US In fact I had that in mind when 
I drew it It 18 set up in such a way that that dotted thagonal line is the 
line where expenditures and income are equal If he spends less than that 
amount, then he makes savings If he spends more than that amount, he 
incurs debt. This is an oversimplified diagram, but it shows several things 
rather definitely The expenditures for food increase as the income increases, 
but by no means proportionately. Expenditures for housing increase some¬ 
what, but again not proportionately Somethings such as education, books, 
and travel come in at a certain level of expenditure and increase rather great¬ 
ly after that point But the essential thing is that at low incomes deficits 
are mourred, and at higher incomes, savings Do not put too much stress 
on the exact relationship Possibly savings would not be quite as great as 
shown here 

What a person actually consumes depends primarily and first of all 
upon hie income, what he has to spend But secondly it depends partly 
upon what he wants to spend it for, particularly as one item against another, 
k other words, are you going to insist upon a fully adequate diet before you 
buy a emgle book, to take an extreme case, or are you going deliberately to 
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epend less for food in order to dress well* What items do you want nioji 
your expenditure and on what items do you put the most nnportanM 
Lastly, what you have to consume depends on how well you can buy Tl 
studies out of which these data grew m the U S included an appra®! .1 
the diets of the people. It was found that if your family income was Ion 
it was difficult to get an adequate diet even under the best manage^' 
If your income was fairly high, you probably got a good diet without bmA 
care in purchases It was particularly in the middle income range whttt 
some families did very well in terms of the actual diet, while others apendu,, 
the same amount did poorly The ability with which one expends homv 
governs to a great extent the kind of consumption that lie has. 

SIMPLIFIED DIAGRAM OF FAMILY INCOME—EXPENDITURE 
RELATIONSHIPS 


INCOME 
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Your technical people in each field can appraise the level of hvinK in 
of technical standarde The nutritionists can say that a certain ^et 
Ivides enough calories, proteins, the various vitamins, and so on The 
Lsingpeoplc have criteria of housing andtho health people of health control 
njBOon. Some of those criteria rest upon good objective evidence and 
Biieare established more or leas out of technical judgment For instance 
jtjfeeding of smaller animals and actual experiments upon men have ea- 
tjHished good standaids in nutrition Sometimes you can measure the 
tawlsnce of various things in terms of their effect upon the people par 
li(5]ailyupon death rate from certain diseases There are some Elective 
flindards to judge the level of living, but they are only approximate and I 
jonottbnk that they should bo taken too soriouBly 


One thing to be reckoned with is this If you say wo must have a cer 
liin level of nutrition, or housing, or for whatever it is, and if yon are goinc 
permit your people to have a free choice in the matter, you must accept 
llBfact that they are going to spend n lot of money for some other thinre 
(ten though you do not consider them necessary. For instance, in the U S 
fwpleofvery low incomes will spend money to go to the cinema or they ^1 
ipend money for alcohol or for tobacco, oven though it is at the expense of 
lleirdiet You cannot set up a budget solely upon your standardsof what 
iraivantin that budget You must accept to a certain extent their con- 
mption patterns If they are going to spend a certain amount of money 
for whisky even though it means going without adequate food then if you 
wntfchem to have adequate food, you must allow the total income high 
. nough to pay for both If you try to impose a level of livmg for one item 
' ikh is out of harmony with the other items, they will not accent that, 
lorl of pattern 


(fj) Standard nf Inmtij 

Now I come to the second of these terms, the standai d of living Un 
Wunately the popular language and often the tociinical people use the term 
.tendard of hvmg' in the same sense that I have been using the term 'devd 
oflivmg . Sociologists use the term standard of living in a different sense 
lomr what do the people want? What do they demand? WLat will 
J not be satisfied without^ What will they make major sacrifices to 
instance if you feel you must have a necktie in order to go 
respectable, then you spend money for a neok4 
(FSiUliough you did not have any breakfast that morning I am takine- 

Sinr'S rV”'' T other examples from yoii owf 

subjective, they are part of a peison’s 
listVoucsniini ° I'o® It IS of course an axiom in the social sciences, 
SS idM? V ^ ^ “easuro motivation of tlio individual You cannot 
measure the consequences of ideas, but not 
, j ^ got an approximation of standard of living, 

' People do We can form some idea of what they find most 
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important by the things they do. You can do it in two ways On 
study of the items of consumption which they put ahead of others l 
cipated in a study of the U S where we found that several times as 
people had radios, as had iceboxes, either the actual iceboxes or theT 
■trical refrigerators. The cost range of radios and the cost range of iceb 
was more or less the same, and if they could have afforded a radio tT 

could have aSorded the icebox instead But they chose radios aboveiceU' 

m spite of the fact that it was a farming area where some form of re&ii”' 
tion m the summer time was desirable. Now, I personally would haveS 
the other choice, because I do not particularly care about the radiota 
the bulk of those families chose the radios above the iceboxes ' ^ 


You can form some idea of the standard of living of the people bvtli 
income level at which they are willing to make some savings Onthedii 
gram, t'-is is at an income of roughly I might say that these me®, 
figures are not too different from thousands of dollars in the pre war perj 
in the U S When a family is willing to incur deficit for its living, by cot 
Burning some of its past savings and to a degree prejudicing ite 
position, in order to maintain its present consumption, you can be y 
sure that the level of consumption they are trying to maintain tepresu' 
some sort of a standard They are willing to‘BacrificB their savings m orjf 
to maintain that level of consumption Therefore, it must be to ttis 
a very important level of consumption When they pass that level ( 

consumption, if they are willing to put a good deal of their addedlacim 
into savings then you can also he fairly sure that their more urgent etaadarf 
have been met, because savmgs are provision for future consumption S 
-the point at which deficits begin to disappear and savings begin to apjeai 
for large numbers of people, is a pretty firm measure of what might becalte 
a mmimum standard in the strictest sense of the woi d 


(c) Content of living 

The third teim which I want to talk about is the content of livii| 
This again is used in the strict sociological sense to mean what the peof' 
really get out of life. What are their satisfactions or their happiness’ Tk' 
18 obviously even more difficult to measure than the standard of living 
am not at all sure that it is quantitatively measurable under anv circii« 
stances 

Sometimes, perhaps, you can do things which will improve the eonta 
of living I think that one of the real questions in underdeveloped com 
Ties IS whether your economic development is going to add to the realm 
being of your people I am not at all certain that there is any more re 
happiness and real satisfaction in life in the industrialized countries th 
in the non-industrialized countries Income and happiness are by no mfn 
correlated in this world It is true that many poor people are unserabl 
but a lot of people that are not poor are miserable too The content 
living 18 a psychological matter A man may be perfectly poor He mi 
he in rags, he may be badly fed and poorly housed, but he may be a ^rfect 
happy mdividual, or at the other extreme ho may be a rich person with eve 
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j could want and yet he la thoroughly diaaatiafied He feels his 
j been a fodure and so on and bo forth I have used two extreme 
Often times your industrialization progress tends to reduce your 
'"Tilt of living initially It makes your people unhappy and dissatisfied. 

may he better housed, better fed, and better clothed, but still dissatis- 
fi 7 Thw mftV not location, or they may miss old friends, or 

A ilimste may not be as agreeable, or they may not like being on time at 
rk and so on and so forth I am not going to pursue this question of 
'^nte'nt of hving any further, because you can get into some deep water 
* ' " fi and I do not feel competent to lead you. 


Goals of rksothice development 

Now let us try to use some of these ideas I think the first question 
ij-what are the social goals of the resource development project^ Are you 
Kying to raise the level of living of your people^ ft'esumably you are Re- 
jumably you want to give them more food, better food, better housing, 
more income than they would otherwise have But what is going to happen 
io their standard of living if you raise their level of living^ If you improve 
their position, but their ideas of what is necessary and desirable increase also, 
you may leave a gap just as bad as the original one If we improve the 
level of living, what happens to the standard of livingl 

If you raise the level of living, to what extent are you going to raise it* 
Are you going to try to raise it to the present standard of living, or to some 
future standard of living, or just what is your objective* This becomes 
pirticularly important if economic opportunity is limited in your country. 
Take irrigation or anything else, you can only provide a limited amount 
ofit Should you try to put as many people as possible on those irrigated 
areas or should you aim at a fewer number of people at a higher level of 
living* 


ApPLIOATION OE concepts to COLOMBIA BASIN 

What should bo your social goal in planning* Let me illustrate these 
ideas by an example from the Colombia Basin irrigation project We took 
a block of 100,000 acres of land of a certain quahty. The careful land 
classification survey called it class 2 S, about an average quality, not the 
best land that was available We set up farm budgets, on 40, 50, 60, 80, 
100,120,140 and 160 acres per farm These and other data are shown 
in the Table. Those acreages might sound large to some of you, but are 
essentially one man farms, of mixed dairy farming and general farming. 

The net income on this 40 acre farm, at pre-war U S. farm prices, was 
1711. Out of that 100,000 acres, we should have 2,600 farms of 40 acres 
each. The term “solvency rate" requires a little explanation It was not 
perhaps the best term in the world, but we could not think of any other 
equally good short term. It is the percentage of the families of that income 
in similar farming areas, which had savings In other words, at this income 
of $711 m similar farmmg areas, 60% of your families would be inourring 
deficit and 60% makmg savings It would be just exactly on a balance 
point. The reason why we used the term “solvency" was that a family incur- 
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ring flefint ib sooner or later forced to make an adjustment You 
go on mdefimtely incurring deficits either you bung your incomemor*' 
bring your expenditures douv n So the solvency rate here was 60°/, Oiin 
these 2,600 farms you would have 1,250 solvent farms, and 1,250 iusoIm 
farms So your net solvent farms aro zeio. In other words, you would^ 
setting up just as many farms that would have deficits as would tare as 
savings Those that were having the deficits could not continue ou Uni 
basis indefinitely. 

If you went up to 50 acres per farm, the farm income would Bomt 
8826 The total nu mbor of farms would decrease to 2,000 but your sobem! 
rate went up 69%, 69% will have savingH and 41 % will be incurringdefitiii 
There are 1,180 solvent farms and 820 insolvent farms or a net Bohencyoi 
360 farms When you go up one more step to 60 acre farms, the farm inoonit 
goes up to 8,979, thcro are 1,607 faima, and the solvency rate is now 66“/ 
So you get 1,100 solvent farms and 667 insolvent ones or a net of 533, oj 
the 80 acre farm, income goes up to 81,153, you have now a total of 1 Jsj 
farms, and the solvency rate is 76% You have 950 solvent ones and'sKi 
insolvent or a net of 650 The same process is repeated for the hrget 
farms 

The same point is shown m tho diagram The acres per farm aro amis 
the bottom from 40 to 160, and vertically is the numbei of farms Thetotil 
number of farms on the given area declines as the size of the farm increaBet 
The number of insolvent farms declines most lapidly The number ofwl 
vent farms declines also, bub more slowly The number of net sohmt 
farms is the differenco between the number of solvent and the numberof 
msolvent farms It reaches a peak when tho farms have 80 acres each, 

Total number of farms, number solvent, insolvent, and net numkr 
solvent, by acreage or not family farm equity earnings, per 100,000 sera 
of 2 S land, mature development, Colombia Basin Project 


Acres per farm 

Not 

family- 

farm 

equity 

eacnmga 

Total 
number 
of farma 

flolvoiicy 

rat© 

Niimbol 

of 

Holvont 

farmb 

Number 

of 

msolvent 

farmb 

Net 

number 
of solveil 
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Dollars 

Numbor 

percent 

Number 

Number 

Numbtr 

40 

711 

2,500 

60 

1,260 

1,260 

d 

BO 

845 

2,000 

69 

1,180 

820 

360 

60 

979 

1,667 

60 

1,100 

667 

833 

80 

1.163 

1,250 

76 

060 

300 

680 

100 

1,304 

1,000 

79 

790 

210 

980 

120 

1.636 

833 

82 

683 

160 

631 

140 

1,885 

714 

87 

621 

93 

52S 

160 

2.133 

625 

02 

676 

60 

626 


Question —^What do you mean by “insolvent” farml 

ATisweT The ones that had a deficit we called msolvent 
Insolvent was a term used by us, but may be there is a better term 
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Hjt you c™ reason we said insolvent (they are not actually 

, Ojupt) waB that they could not go on indefinitely expending more 
than their income Wliere they were incuiTmg deficits, they were 
tewing on past savings Sooner or later they would exhaust their past 
jifings, unless in the mcautime they were able either to raise their incomes 
orlewer their expenditures But, at that combination ot income, expenditure 
sjd deficits, they were insolvent A busmess concern which goes on en- 
{oimtering losses, year after year, is insolvent whether it has yet reached 
liankruptoy or not Perhaps “insolvent”, was a little too abrupt a word 
jjjje When we said '‘solvent”, wo refoired to a farm on which the income, 
espenditutea, and savings were m a balance 

Aterery level some faima incurred a deficit. Even on ICO acre farms 
with over $2,000 income pro-war, which would to-day be 6 to 6,000 dollars 
jetiMome, there were still 8% of them that were 


total NUMBER OF FARHS, NUMBER SOLVENT, AND NUMBER NOT 
SOLVENT FARMS PER 100,000 ACRES OF 2 S LAND BY ACREAGE 
PER FARM, MATURE DEVELOPMENT, COLUMBIA BASIN 
PROJECT, 


RUHIEK 

OFFAIHS 



ACRES OF IRRIGABLE CLASS Z S LAND PER FARM 
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incurring deficits Nmety-two per cent were making savmgs The deBcit 
may have been due to any one of several things Some of those families 
that year might have had unusual sickness or other factors may have forced 
them to incur a deficit in that year, but which would be corrected m thefol 
lowing year Some of this insolvency was temporary On the other hand 
within the so-called solvent group there were undoubtedly gome who m 
other years would incur debt, These relationships were based on qmtftj 
large sample of population, with several hundred farms m each category, 
The averages ironed out the individual variations to a large extent To 
have set up an income so that every family was making a saving would have 
required an extremely high income 

One of the things that lies behmd this is the assumption that one m 
solvent form ]ust offsets one solvent farm If we had set up the amallest 
farms, half of the first group of settlers would presumably have succeeded 
and half would have failed Then we could have drawn in another bunch 
and half of those would have failed and halt succeeded In time you could 
have established on each of those smaller farms, someone who would have 
contmued, but the cost in terms of repeated failures would have been very 
great To take the other extreme, perhaps we ought to be concerned with 
the failures of every level no matter how few the failures But we tried te 
maximise the net number of solvent farms, not the total solvent farms. 

The reason that 1 wanted to go into this material on my last lecture 
IS that I thunk in a great many instances the technical side of projects is well 
planned, and, increasingly m recent years, the economic side also is well plan 
ned But less frequently, and perhaps it has been true of this Centre, do we 
consider what happens to the people What is the project going to do in 
terms of their income, their living, their adjustments to life* Some of that 
gets into more intangible considerations, more difficult fields of work But 
I behove that good sociology offers some tools of analysis of these problems, 
You may not have these data, because they are relatively expensive, but 
you could use some of these concepts in the planning of your project 
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financial ASPECTS OF ECONOMIC DEVELOPMENT 

I, Relationships Between Money and Physical Economic 
Resources 

Money used to express values 

lyhen we talk about tho financial aspects of a development project 
or ft development programme in a certain countiy, we start from its physical 
rBsoareea, the use of labour in the project and now come to the use of money 
for the project. This financial aspect of the project and the programme 
jj jjugoly related to the economic and the physical study and outlay Why 
isitthat a special financial study of these projects is nocessaiy^ have to look 
fate the hmitation in the use of the money, because the financial aspect 
U BO to say super-imposed on the economic and physical aspects of the 
project It IS nothmg separate—you can distinguish between but you cannot 

CHART 1 

THE MOVEMENT OF GOODS AGAINST MONEY. 



f ‘= farmer n e Spinntni 

A = W = W«»»lng mill 


<3 n einnav = Exporter 

®I =» Esportar of raw cotton Ig « Importer of 

• i Importer of raw cotton S =• ToiiU* shop 
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separate than the two We shall put it m a very simple way because tie 
theory of money and how it is created, is one of the most complex parts 
of economic theory and I could not deal with that here as it would take too 
much of our time Let me take a simple instance of where money la useij 
You see m any economic piocess a flow of goods and of semcea, flowing 
from one part of society to the other and we see a flow of money m tie 
reverse direction (Chart I) 

There is a farmer who pioduces cotton, he is selling hia raw cotton 
to the merchant and gmner, that man is selling his bale of cotton throngi 
the exporter to the world market, at the same time paymg for the raw 
cotton to the farmer and getting money from the country where the cotton 
18 sent to. There it goes to a cotton spinning mill The spinner pays monej 
to what in his country la the Importer and he gets money from the weav 
mg mill Again the weaving miU gets money from the wholesaler in tex 
tile and he is paymg money to the spinning mill and from the wholesslei 
it goes to the shopkeeper and from the shopkeeper it goes to the farmer 
and the result of this piocess is, that the farmer is selling his raw cotton 
and buys clothes for himself, bis wile and hia children. This whole process 
came into being because most farmers do not spin and weave their own 
clothes as they did in very old times We know that m certain areas m 
the world, people are just coming out of a tune where there is no suci 
circle, e g , in the case of a farmer who consumes the nee he grows himself 
The farmer does not come to his house and say to his wife here is the rough 
rice, now you go to pound it and you have to pay to me and after the meal 
is cooked I wiU pay you back Maybe somewhere in the U S housewives 
get a salary and that is the extreme at the other end There are still vil 
lages, whore there is only very little flow of money It is even possible 
by a very ingeneous device to exchange goods and services without money 
coming into the circle. I have read about but not seen the system m a 
number of regions m India where the artisans m a village community get 
paid for their work making pottery and blacksmith and weavers, by a part 
of the produce of the farm That is done inside the farm commumty and 
there is no money needed 

We could not say that in such a community, there could be no eco 
nomic development and there could be no project It is very well possible 
and has been done to a large extent that the farmers together made a tube 
well, or an irrigation oanal, or they endeavour to set up a new village and 
clear land m the jungle That has been done from time immemorial in most 
countries of the world without the use of money. But at the same time we 
know that these times are passing by and that even m the village, the use 
of money now is very common There must be a reason why this develop 
ment occurred I should say the first basic use of money in economic life 
and a force m its development is the fact that money can be used as a com 
mon denominator for resources, benefits, labour and sacrifices That means 
that we can evaluate one pound of bread against one pound of iron, and the 
price of wheat or flour or a cow can all be expressed m rupees. It is very 
difficult to express the hours of labour into cows, maybe you can express 
it in rice, but where this happens in some places nee takes the role partly 
of money In certain parts of Africa, many things are expressed in terms 
of cattle. In that speoifio case cattle is money. When goods and ser 
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T jjB exchanged, you can put them much easier under the common 
of money, than in a barter and the exchange is much easier 
to do that, goods and services have to be piiced. The way, why 
the price is formed, what it means, is a basic cliapter in economic 
1 tv which we need not touch But we all understand that m order to 
■ the use of the money in our devclopminit progiainmes, even if it 


siniplo programme, we have to know tlm price 

The farmer deciding to grow a certain ciop, to plant certain trees— 
not to do it, has to compare the possibilities A man sotting up a small 
Lora small factory, or a government endeavouring to irrigate amilbon 
^ of land, they all have to evaluate the cost of resources, equipment, 
mierial, human labour and things like elcctirc power That is the way 

11 really can serutmize the plan ami make our choice Only if we com- 
rite the relative costs and tho benefits of our different choices we get an 
I. .L..U of our possible progiammea would be the best Sometimes you 


^lntranslate all relevant factors into money, but very often you can’t do 
I If a tanner compares two different ways of growing cotton, with lerti- 
or without fertilizers, he can say that his piofits consist out of so many 
of cotton, minus the coat of fertilizers and the money equivalent 
calculated When we compare different projects and make our 
(loice on economic lines, we will compare tho relative costs and benefits 
(nichoose the most profitable—that which gives the highest amount of pro- 
('(, which can only be expressed in money You see that money now gets 
own personality and is no longer just a tool to express relative values of 
srtam products In the more cornph rated piocessos it looks as though 
coney becomes a good and a service in itself 

Limitations of money as common oenominator 


In our money economy, although we cannot consume money as such, 
fefeel that money is one of the moat valuable goods m economic life But 
oiie cannot say that money is the common denominator for all that we do 
u economic life It is not true that everything can be put into money 
icconnt There are certain things that cannot have and do not have the 
ime value and the same price for everybody ‘Pork’ has a very different 
nluefor a Muslim and a Non-Muslim 

There are things in our economic life which are very important and which 
pmnot or at least cannot easily be translated into money value How do 
fou evaluate freedom, leisure or health in terras of money* Some people 
sacrifice their health for money, so they probably fix their health at a cer¬ 
tain price But probably after all they will agree that they have made a 
wrong choice, by preferring some money for their health How do you eva¬ 
luate good human relations in money * Some people often sacrifice good 
Inman relations in their struggle for money, but they again have made 
tk wrong choice 

(a) Money lacking mtenUve 

I will give you one instance, and may be that again is passing as time 
joes on People often wonder why a farmer who owns say two acres 
ofaoil, does not try even, to get work in a factory His answer would be, 
fftll if I did, then I would lose my freedom Now I go to my own fields. 
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and I feel at home and am at ease, but I have to go into difiacult cir 
stances in a place where you may not bo able to own your own house 
have to go at certain fixed horns to woilc, I don’t like that The 
prefer to be a small boss instead of being a big sei vant. They pteH* 
feeling of freedom of action and not to be confined to a noisy and nasty fact, 


building even if you get more money 


;otj 


Now I will give you an example which I myself encountered m 
where people used money values of their own labour and consumption aiii 
weighed them in a very qiieei way. I know ol a case in Indonesia im 
place, actually over populated and with a veny low labour income, aij 
very low wages between the people as they \c oi kcul fot each othcnnthevillaje 
There came a sugai factory and the management of the sugar factory thnuglil 
it wise to go into that region with a, lot of am plus labour, where the people 
could earn moie money from the sugar plantations Although they offered 
twice the normal wages m that village, they could not induce the peopfe 
to work and had to import labouiers to w’oik in the fields, from a distance 
of a 100 miles They weie bi ought up and down by buses and it was rattier 
expensive to the sugar factory So they ti led to find out why the local 
people abstained The answer was ‘Why shond I yfoik so hard for Hut 
money, those people don't get the benelit, tdiey get twice the money m 
get, but they eat twice as much us we eat, so why would they do it' So 
these people had an evaluation of their w'ork, their income and consump 
tion, quite different from what we normally think We think that if you 
work harder and you earn moie, you can consume more, and that w tk» 
end of it But these people reasoned that the food they took was like tli 
gas for an engine and it is no use, if your extra power is no more worth than 
the extra gas you need So theio aio rtmlly on different matters a immbet 
of cases where money calculation doew not work, because the translation 
of sacrifices and benefits into money is different. 


(6) IntangihU;^ 

What we call. Intangibles are important in economic develop 
ment, although they mterfere with my subject—the financial aspects 
of the development project and programme They are derived from 
the fact that not everything in human life and society and economic life 
can be translated into money. The common saying is, that because these 
factors are commonly rather strong in a village community all over the 
world, economic development must be slow', that they must be done amy 
with, and the quicker, the better Partly that is right, partly not Socisl 
ties I believe that in the uplift especially of the rural community, we must 
take great care not to destroy values which come under the class of 'im 
ponderabiha’, viz the social ties of the village community, the social cars of 
chfferent groups. When you see the ingenious way in which villages have 
beenable over centuries, over thousands of years, to develop and maiiitaiii 
irrigation facilities and tube-well system, you recognise, that this never 
could be done, if there had not been the community 

You might go to a certain place and say there are agiicultural prae 
tices that are outmoded, that ought to bo changed You may talk to the 
people and if those farmers dared to open their mouths, they would say, 
inspite of what you are telling us, we are not going to follow it and we hsve 
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(Jreasona for that I think, that the refusal of farmers to evaluate certain 
ocesin money is a veiy good thing In Java the nee is cut by the 
"raen and the gula, one by one witli a small knife, and this system pre- 
™|9 because it is a way of social secunty for widows and old aged people 
village Wlist they get from then woik is much more tlian is economi- 
destroy tho old customs without leplacing it 
J better, then for a long period to come, the under-privileged people 
in the village would be much worse off than in their existing system This 
ne of the instances wheio outside economic reasoning, measuring labour 
18 money, would lead to disastrous lesuJts and of course farmers would 
not change their methods. What we would bo doing, is only showing our 
isnoiance, by telling them to change the system Only if you can find bet- 
Inr ways of using surplus labour, if wc can find better ways of using the 
land BO that the farmei can gel, a higher innome without sacrificing the 
under privileged people in tho village, then our programme is sound financial- 
Ij, economically and socially 

(c) Untapped resources 

Let me give some other instances There are not many countries 
in the world that have a good system of the evaluation of untouched 
natural resources, tho value of a forest, or the value of tlio natural 
fertility of the soil In most countries the people have ]ust used 
■ ilwse natural values m one or two generations, without taking care of the 
, future la it important to leave part of these untouched resom-ces intact, 
not use them now but reserve them for the future generation 

The assesament of tho value of human labour, hitherto unemployed is 
jD equally important point Economic theoiy can give you guidance in 
tlat But in many ciiciimstanccs, it is faiily difficult in a programme, 
not if you look at it as a single project, but in relation to the economy of the 
fountry as a whole, to assess tho value of the labour that V'as used for the 
project 

Then of couise you have the faiily difficult question, what is the value 
ofleisure. Is it important for a man to work only eight or six houis a day 
at a particular age* What is the use of labour saving machinery, if you 
can’t do anything productive in the same time* You know that the use 
of ieiBure time in industrialized countries is a big problem In order that 
people may make use of their free time, the authorities make a large ex- 
penitures on ways of travelling and sport So leisure may have its cost 

Farm labour and farm income 

Wenow come to some oloraonts in our calculations where we find it neoes- 
wyput some price tag on a ceitain service or certain goods but wo know 
that it 18 rather arbitrary If wo have to put the price, on some of the ser¬ 
vices, labour and consumption on the farms, w© have to make assumptions. 
There are some economists who say you should value tho consumption 
«tthe farm at tho price foi which the farmer might have sold it This is an 
muiaption If all the farmers of Asia would sell all their rice to the rice 
milln, the price of paddy would be different from now What is the value 
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or the cost of the labour that is used by the farmer on his owti Uj 
T here again the answer is that just as an asumption, mthe analysiaa 
labour is assessed at the same price, the same cost which he wouldhav,, 
pay, if instead of working, ho would find a labourer to do it for him C 
of course everybody knows that that is not the real value of his ownhuj 
because that hired labourer does not need to do the thinking, and the bJ 
labourer will not be around day and night, ns he is Who would taU 
care of the cattle during the leisure liours of the hired man, in the day ui 
the night* Everybody knows that very rarely the hired man Km tk 
same feeling for the soil, for the water, for the cattle, for the whole ouisi 
and therefore to fix the cost and value of the man’s own labour justattHs 
price of the lured laboui is an assumption 

These assumptions are not only important in the farm economy, but alio 
m the cottage industry It almost never comes out in any statistics o[ 
national income, that the farmer in ceitain countries uses most ofhisowa 
rice You may take the price of nee in the village market, as against that 
m the town market, and behevo that in the latter case national income 
would be higher But people m the village are really saving the tram 
port ot the paddy to the nee mill and the losses m the transport and tin 
losses in milling and the transport again back from the nee mill to the shop 
and from the shop to the farm The farmer and his wife are saving that bj 
using their own rice and that is a real benefit they get from their ownfatu 
That IS an enormous asset to the national economy and m itself is no gam 
if the system is followed whereby the farmer sells his wheat and buys 
bread m the bakery In Holland there are cases where the fanner sells 
vegetables and the farmer’s wife goes to the maikot and buys vegetables 
That 13 an improvement only, if and m so tai the farmer can specialise ami 
thereby obtain a better and larger product, or the consumer gets a better 
service 

But undoubtedly there is much waste in tiansport up and down of 
commodities This is obvious, when w© conaidor the case of a farmer, 
forced by circumstances to soli moro of liis paddy crop after the harvest 
and forced to buy rice from the shop and the nee mill later on in the season 
The apparent increase in transport along the roads, the new nee mills aal 
the increased use of labour and investments for that transport and industry 
are deceptive They do not add to the real national income, but are a dram 
on the economic resources of the country, unless the farmer in the new 
system can produce better, and the food sujiply of his family is better as 
sured When farmers speciahse lu money crops and get a better yield 
and at the same time buy their food, the change may be called develop 
ment The only fact, however, that hand pounded rice in the village is 
cheaper than machine milled nee, is no loason to embark on a progress to 
convert band pounding into machine milling, and calculate an increasing 
national income by multiplying the quantity with this higher price It 
costs extra labour and capital and the labour of many people in the villages 
becomes unemployed We, therefore, should carefully study the project 
in its overall implications before we take the price increase as an addition 
to national income 
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MONKY IN THE SEASONAL CYCLE IN THE VILLAGE 

I now want to spoak to you about a difFeront function of money aa 
li IS commonly used especially in the village economy or in tho small towns 
economy m many countries in Asia 

Money plays a role in such a community to keep the wheels of trade 
luovmg but for that iiurjioho iiooplo use an astoundmgly small amount. 
Money m used by tho people ui tho village and in the small towns, m the 
markets, in very small amounts, mostly iii small coins, for daily purcliases 
jiid daily sales I don’t know whotbor tliat is the case m most of your 
countries, but I bohovo that the womon aio tho greatest users and not 
only spenders, but also oai nors of that typo of money That is so to say 
an iron stock of money, that has to bo available in the village m order to 
top the trade circle going When going to tho market a farmer’s wife will 
bring in vegetables or eggs or chicken or other surpluses sho has for tho 
market and there buy petroleum, sugar, salt and other things that don't 
grow on the farm 

But there is a second rolo of mouev, often at the same time and in tho 
ane village to food the yearly cycle of life in the village and in tho farmer 
business In his income and his OKpenditure, his work m his fields and the 
reaping of his harvest, he Ihlh a yearly cycle That is veiy clearly shown 
in those regions whcio you have oiilv one major crop a year It is less clear 
m those regions whore you liavo two crops—asummei ciop and a winter 
crop and it is still loss so m those regions, where you have income more 
or less all the yoai round, such as the case where rubbei or coconut pre¬ 
vail and where a village communitv gets all tho yeai round several yields 
from their trees Especially iii a i ico economy, you find one major crop 
of rice and the income of the whole logum comes in a short period of the 
year What is tho rolo ol inouoy m micIi a community* To get a clear 
picture of a money economy, iiitrudnig a rice economy, we probably will 
liavotogo back to most logioiis, a httle bit into history And a very ela¬ 
borate study has boon mado iii Coiilial Java in about 1880 by Dr Sollewyn 
Golphe * 

He has mado a study ui a cei tain distnct, at that time rather far away 
from the railway, with a lumted ti ado in agi icultural products with tho mam 
town and with a limited flow of inoiicv lioin the town to the village and 
from the village back into tlio town '^LMio two mam methods to bring that 
money flow every year again into cvistciico, weie taxation by the Govern¬ 
ment and the fact that in the jionod of the cultivation of the soil, farmers 
got money advances fioin money lenders On tho basis of this study, 

I put up an imaginary monthly monoy balance of such a legion (Table I) 

H'Sollewyn Gelpko—Nmir ,I luloi.liiiK Van Stouta bla 1 1878 No no, Batavia 
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honey balance of a rice area with some money ECONOMV 

(FREE AFTER DR. J H. SOLLEWYN GELPKE) 


TABLE! 

Figures in guiltlors 


BEonth 

Money from crops 

Credit obtained 

Debt repaid 

al 

H 

Consumption 

----- 
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C 

0 
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3 
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tion 

March 

50 




40 


-fio 

IQ 

April 

200 


100 


50 


4-60 


May 
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July 
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September 
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40 

40 


+ 10 


October 

30 

no 


10 

40 

30 
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November 

10 

80 


10 

40 

40 

= 

30 

neeember 

10 

00 


10 

30 

30 

= 

11 

Januory . 

10 

10 



30 



20 

February 

10 




30 


-20 

0 

Year 

1,000 

200 

1 

300 

300 

500 


0 

a 


Twenty per cent crop la sold, tax and credit are in money, woter is inoluded in 
land revenue tax, farmers own their land 


There are many different ways in ■which the figures from this imagi 
nary, but typical balance sheet of the rural rice areas can be mterpreted 
There is a very definite sea-sonal cycle—75% of the money mcomefalla 
in three months, but the villages evaporate that money rapidly—the maii 
mum amount available at the end ol May is barely 26% of this money in 
come. The farmer cannot keep money, he has to spend it (although in fact 
he 18 very thrifty) Only 60®^ of the money income from crops can pro¬ 
bably be spent for the daily necessities, and 50% of total money mcoms 
are spent on repayment of debt and taxation 
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people have said as the basis of such figures- “The farmer 
from hiB labour, he is exploited and heavily taxed” (Taxes 
■ are 6 % of gross income and 6 2 % of net income) Some critics 
0 farmer uses only 60% of the credit obtained for productive 
the remammg 60% is used for payment of taxes m arrear and 
r ■.option (He has however to keep as long as possible the iron stock 
Tmonev m circulation in the village ) It is evident, that interest charges 
• yery high, it is 60% over about 6 months, but the demand is pressing 
*'*0otober— December and the good side of the picture is, that farmers 
Ub not induced to borrow more than the lowest minimum. 

Consumption is generally stepped up in the months of harvest and goes 
in the difBcult months befoie harvest If total farmers income is 
(ilculated at 4,000 (m kind) plus 600 m money, the percentage of culti- 
vition costs in money is very small, only 2 % of total income This is a net 
tare as the farmers also get food when they help their neighbours, but at 
tie same time use of their paddy m stock for meals for neighbours 
inj increase of this small money outlay m that time of the year (fertilizer 
or better seed), counts double in hifl mind Other outsider critics again 
(ly, Farmers are conservative, shy of using worlung capital on their 
(itci. (They must, however, be absolutely sure that in next year their money 
jnd food balance will both be in equilibrium ) It is clear that the money 
bilance is m a very precarious equilibrium, any partial crop failure will 
jpsst the balance It is also clear that money here is more than just the 
(italysator of movements of goods, as in the case of cotton and textile 
trade The credit obtained in October—January may be called capital 
m if only half of it is actually spent on costs of cultivation. It is an 
1 requisite, even m this backward rural area. 


This statement shows that the money in this community has the speci- 
{a function to bndge the period of income from the farm and period of 
eipenditure. We might have hoped that they would come out with a plus 
at the end of the year, but often the fanners in such a community can’t 
manage to come out even, we may be glad if they can do that These 
figures, as I told you, are imaginory, but in a typical way exemplify the 
bridging role of money Both the money that stays in the possession of 
tie farmer and the money that he gets on credit from the middleman, even 
il he gets that a very high rate of interest, are indispensable to him I 
f«isoiially have often read in books that for such a village community, 
tka use of money is not very important and people say that because they 
jaatlook at one angle, the proportion of the total harvest which has been 
sold for money, and that percentage may bo very low. In this case may 
bo it is only 20 or 26%. 

For the periodicity of ocomomio hfo in the village, money is enormously 
important and from this case you see also how very important it would be, 
if hy an irrigation work, people would bo able to improve secondary crops 
In the last part of the year If the village could sell only 200 more in Oc¬ 
tober, they could manage m the same way, without borrowing from the 
meneylender and would save 100 on interest and therefore if you make 
M irrigation programme or a flood control programme and look at the 
bffiofit of the programme, one of the most important things is to find out 


281 



UNANOIAt, ASPBOTS 


in which period of the year does it come It la much more import 
have a small secondary crop in tlus region—aay of 200 value, than tl* 
200 value to the mam crop in April or May. Even a fanaw -who" 
very wise man and would envisage to put the money that he getsiJlS' 
or April in a safe place and keep it till the end of the year where he^ i 
have to use the money for the cultivation of the soil, has a very veivll 
cult task In such areas with a low income, the farmer most probablvm 
keep the money over a period of 6 months, to be used and the facl"*!*' 
higher yield in May, would probably mean an increase m taxation and * 
increase in expenditure for normal life and at the same time he still woi 
have to borrow money m November and December, and he would 
save the mteiesb on the debt which ho now has to make. * 

I have made porsonally on Java a detailed study of the use by fit 
mers of money from private sources and from co-operative banks and i 
people’s hank and I found a very clear correlation, almost an absolutent 
gative correlation between the income from tlic secondary crop whichconii 
off on the fields at about a time of the largest expense for thenexlmsn 
ciop and the amount of capital borrowed fioin private money lenders or(lou 
co-operative banks and the people’s bank And from this fact thalih 
farmer did not go into debt if he were not forced to by the cycle oftl™ 
whole business, I came to the conclusion, which may be only of academml 
value, tliat the farmers m that region were very tlirifty and good peasmii 
They did not go into debt even if the credit was offered to them Imadt 
that investigation at theroquest of the manager of the people’s bank Tht) 
did not have a large business in that region and they saw that the farmm 
did not come to them to borrow money and tiiought there might be thiri 
reasons— 

1 that they wore so far in the grip of the moneylenders, thatllu) 

could not come to the people’s bank or, 

2 that they did not appreciate the use of money enough to coii» 

to the bank, or 

3. the procedure to got money from the people’s bank was noli 
good one, that there was too much red tape to get money, 
My conclusion was because these farmers have two crops in the ysr 
and m this region the secondary crop is about as good as the main cro[, 
they dont need it By two crops in the year they can bndge the jap 
between the two income sources So credit is not necessary for them to 
this purpose and we need not bother about it 

For an irrigation engineer or a man interested to develop Ike 
agriculture in a region, the clear conclusion is that a change of a One 
Season-Crop into a Two Season-Crop is an enoimous benefit for the counlry ] 
The money that is derived from the 2nd crop counts much more than tie, 
money that would be added to the mam crop and therefore there Mst 
be a very good co-operation between agricultural and engineering offictri 
to make an irrigation scheme and a crop rotation scheme, so that it gim 
the best profit to the region, taking it over the year as a whole. 

Money as used here, mostly to overcome the difficulty of agncultim 
in the fact that the crop comes off once or at the most twice m the ysst 
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be called Capital and in normal life we say that the moneylender lends 
“jLjin capital to the farmer to cultivate his fields The fact that under 
umstances no such capital would be used is in itself not he proof of a 
Seror lower standard of the agriculture It would be a very good thing 
the farmers had not to take up that yearly amount of capital for the 
JliTation of the soil m the beginning of the crop year. It would be m uch 
tetter for them if they had more equally divided income and could do 
jithoiit credits 

Wo will come back to this pKiint when discussing the financing methods 

of agriculture 


Momey used as capital 

We have seen yesterday the use of money in an agrioultural community 
wth only a partly money economy and you will have noticed, that it is 
mostly used as a reserve for coming need, one might say as a commodity 
to he exchanged later against other commodities A small amount of it 
was need for future production In this case the money acted as capital, 
it was used for future production and I want now today with you to go m 
to the use of money as a form of capital, and then I take the definition of 
eapital as given by Von Bohiii Bawer that capital is a product that 
n used for further production Now in order to see what its function is 
as capital in any project, m any factory, in any agricultural enterprise, we 
look at the following chart (Chart II) It is a budget of a certain enter, 
prise, m a slightly different way from which a budget mostly is set up, but 
atill you have to consider this a.s the budget In a budget we have two 
iides, On one side we find the coats of jiroduct which somebody wants 
to produce, He tries to find the resources which he needs and combines 
them, and makes a cost appraisal He changes them into new products 
ola certain value and in this process ho uses up some of those resources 
tompletcly, and some only partly 

Some of them have been used so slightly that you cannot notice it, a 
man who clears the land will plan to do that for a very long period 
md even some times the economists have said that land is a gift of 
nature tad is indestructible and will last for ever Now I do not think 
that there is any one in this part of the world that would say that 
But land has a very long life time and other resources that we use for 
production like the factory building or machinery in the factory have 
along life time. If we use raw iron and steel and we make machinery out 
of that, that raw material is completely used and labour resources are used 
in the process of production, and have to be fully paid out of the product. 
For those parts of the resources that are used but not used up, a certain 
depreciation has to be put in our budget That means we have at least 
to pay out of the product, the wear and tear of those goods that are used 
orer a longer period 

Now if we would go back in this process, we would find that the raw 
Mterials which we use are the products of other people, with labourused 
in every stage and an increasing contribution of nature as we go back. When 
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we start with the natural resources of the world, we find a 'whole ol, 
production processes ot 

There is one other factor which I would want to mention heo ■ 
is very important, especially in rural communities, m less developed couT '' 
I might say it is very important m a highly developed country alsoTi 
in a slightly different sense, o g , that is tho social order in which the wli i 
process of production can take place. And when a man out of his prod i 
or income pays his taxes and duties to the community, he pays for the ”1 
order, to the security that is given by society and the government m 
whole ‘ 

Now it is no use to start this process of production, unless we are reaeon 
ably sure that the product has a higher value than the resources with wliid 
we start. We, therefore, have to make a budget, and more than just that 
we will have to compare if we can make more profit with other combinationi 
of resources When labour is cheap we use more labour and less machuien 
and if labour is expensive we use more machinery The same apphestulanJ 
and to fertilizers, furthermore the different products that might be midi 
out of the same sort of resources, will have to be oompitad, 


CHART II 



When we look again at this chart tho hope and the expectation is ttil 
the product will have a higher value than tho resource that have been utilized 
and m the lectures ol Dr Lund, ho has given you instances of costs a«d 
benefits accounts and he has already sot out certain aspects whichhm 
to be studied to find the ultimate combination of resources to get the higlffll 
production 
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M the result of the work goes back into society in the form of goods 
dserrioes that are produced, this applies as well to railway budgets 
r imnsportation services as to a factory that produces certain goods. 

they are brought back into society it is expected that all of the re- 
ffces that have co-operated in the process, will get their reward It 
‘’'“j jure that they will got it, there is always a chance that they won’t, 
of all, raw materials, labour and power have to bo paid 

' jof the equipment and partly also for the land wo have to put in 
Jmreciation and then there is as wo hope something left over. Now this 


jjdivided into interest and into profit, and in order to explain why ordinarily 
itijdiTided into mtereat and profit, I will have to toll you where the money 


ifhy IS there a surplus after he baa fully paid for hia material and the 
tneigy, has paid all aspects of human labour and has paid for the wear and 
(jar of the equipment taken broadly, factory, land and everything? The 
[(ijon 18 that essentially one other factor comes into this process of pro- 
jiiction and that is time There is a lapse of time between the assembhng 
(f the constituents m the process of production and the moment where the 
pple really get the use of the product That has to be paid, and the 
interest can be explained as a price for those capital goods that are used 
irer a certain period of time during the production process That people 
tre prepared to pay for that, can be explained by the fact, that if we have 
lie choice between the goods now, or to have them only after a year to two 
years, we prefer to have it now. 

I This principle applies in particular for the man who seizes an oppoitunity 
(or production which wo could not have if ho could not assemble aU his 
iiw material and his labour now, and at this point the specific value of 
tavijig money at his disposal comes in the picture. There is a difference 
ietipeen products as to the number of kinds of utility of different intensity, 
loffhich they may be put I may use textiles for a number of uses of different 


intensity, I can use steel for a larger number of uses I can use 
iuinan labour probably for still a larger number of utility than steel But 
I can use money, I should say for the largest number of all, because with 
money I can change one product into the other. If I only had steel and 
no copper, I would have to go round and find somebody who had a surplus 
of copper and no steel, that would take me a very long time. But when 
there is an estabhshed market where everybody comes and can exchange 
asnrplus of copper, of steel or a possibility to tvork into money, then saying 
it in cominon words, the power which somebody has over the materials 
necessary for production becomes fiuid for a certain time, and it goes easily 
to those places where one can have the quickest results and the best results. 
And therefore, the money, which at first instance may be only a way to 
(ettle certain transactions, becomes ui the hands of the producer, a purchasmg 
power which he can direct quickly in different directions. Ther fore, a 
min who goes mto production will want to have a certain quantity of the 
nwterials which he needs, not in the form of the labour or m the form of 
the iron or m the form of a factory, but in the form of a hquid reserve of 
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This money at the same time has to come from a certain source 
not just come from heaven. Some people have money and thev’d 
like to use it now — they prefer to wait Other people thmk^th t? 
waiting, they Moald lose and you theretoie find people on both sd ^ 
people wanting money for present uso more than others and inthar''" 
a money market starts The use ot money is bought and sold at a cert ■' 
price Now if a man has no money and he needs some of that in hia nro'* 
of production, to expedite Ins action, ho would bo ready to pay font ? 
man who likes to a ait, can get and will want a certain rew.rdfor tki 
waiting So money as a fluid capital, facilitates the bringing together* 
all the elements of pioduction that are necessary May be it u theonl 
way to have a right combination, but it does not in itself create new materi i 
for production It has been said before many times, I have read over* 
record of the lectures given to you—that the money itself is not the real c® 
stituent of production, but that you need the cement, the iron and % 
labour and the energy But I would like to point out, that without tlnl 
money and without lapid interchangibihty by means of the money of out 
clement into another, the process of production would be much mort 
difficult It might just bo one of the basic differences between wh&tm 
call a highly developed and an under-developed country, that uniier. 
developed country has not much possibility of diverting its own labour or 
raw materials m diffeient processes of pro luctioa There are not nuuj 
different uses of the land There are not many different uses of raw iron 
or of cement or of cotton in an under-developed country. Thehight 
developed the country is, the more diversified the use is of eacliofthoiw 
materials and the more diversified is the possible use of human labour, It 
is this element of combining resources and combining them quickly, com 
bmmg them in the right coinbmatum, that orcates a higher profitability o( 
that combination So wo seo that a development of a m irlcet for money, 
and the development of tho rapid mtcrchango of different commodities 
are interdependent In so far ns it is beneficial to a better combmitm 
of production, the money itself becomes real capital 


In the production process, where a man has to make rapid deoinlora, 
has to buy and sell rapidly, where a man has to anticipate, where a manhu 
to make a stock of raw material, where a man lias to pay his labour a ion; 
time before the product is sold, there tho use ot money in hie enterprise will 
guarantee him or at least give him a much more good combination, amutli 
more profitable combination ot his production iaetors th n it he has to do 
without. That is the reason why commonly speaking, a lot ot people nay, 
“I have a small business, I could enlarge it it I just had some mon money 
to start With. I could not only make a bigger but better combination. 
I could put m some more labour, if I only could find tho moans at this time, 
or another better combination of production factois ” 

If a man, by getting money, gets power over more productive elemeiits, 
be has to draw them from another place in society where they are, lie 
cannot bring them out of nothing at tho time ho uses them If he is successM 
after he has done his work, tho world as a whole will have more ptodnet. 
If in any project you would like to speed up the work — the govenimfint 
could not wait till it has the material needed for the work, or the piimts 


286 



FTNAWOIAt, ASPEOT3 


n who wants to start a factory could not wait until ho has saved out 
^his income enough money and material to start his enterprise and you 
, j,im the opportumty to start earher with a better and larger oombina- 
f tiiose resources have to come out of what is available in the world 
fto day, not things that might be available in the world of to-morrow, 
"r a year from now. This entrusting people with the use of better combina¬ 
tion of productive elements la financing. 

Financing should enable a private individual or a corporation or 
(joremment, to achieve more production out of the available resources and 
then the society will gam. We must try to mako the best combination 
\fell, a 100% best combination probably never will be achieved. But 
fflth the financing we will try to make it better, with the human labour that 
IB available, in such a way that not results will be the best for the society 
as a whole. That is the aim of financing It cannot create new resources, 
but it can reassemble them into a better combination So financing is 
one of the biggest essentials of higher development 

ii National Budget and National Account 

In order to see the implications for your national income and your 
national programme of capital investment and especially of capital mrest- 
ment from abroad, I believe it is a good thing if we spend some time m the 
study of the money machinery of a country, how the dififerent parts get 
together, because there is actually a circulation of capital and consumer 
goods, services and money through society I give you first of all a chart 
(Chart III) which at first looks very intricate, but which is not so very 
difficult I hope. 

It IS an illustration based upon a real thing, the central economic p’an for 
the Netherlands for 1947 * There are many countries in the world that 
are makmg at present every year a central national budget and a central 
national account. I have simphfied it largely in the chart that b at your 
disposal. There you find as the first element, business, including not only 
agriculture and industry but also trade and banking and insurance com¬ 
panies and other societies and firms that render services to the nation. You 
aeo the relation between the private households and business, with a pro¬ 
ductive income at a figure of 880 and purchase from business for 800. This 
part of the national income includes wages, profits, dividends, everything 
that is gouig out from any type of business into the family budget and 
families are spending that money for a large part, for buying consumer 
goods, from business enterprises They are paying taxes that could be taken 
at 126. On the other hand, the salaries from government officials that 
go directly from the government into the households, are treated as mcome 
m the opposite direction and are taken at 120 As busi less includes all 
forms of business activity for production of goods and services, we take it 
that all the inter-relationship between types of business where one part is 
buj^g from another, or transportation services to another branch of 
business, remain with the circle of business money movement 

^Actual figurea have been changed, because they were confidential, and as far as 
posaible, they have been made to differ to avoid confusion in their use. 
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We see the relation between business and foreign countries and in this 
we take imports at 600, services rendered by foreign countries for 
iLort, miuranoe and other expenses at lOD and the exports from the 
'“'L at 625 The amount of exports of course indicates a flow of 
Ojne/from foreign conntnes into the country. 

In this chart I showed an addition to the original with regard to the 
(Miiast from Mr. Henderson to T»r Singer — how to deal inth non-money 
intomofroif' subsistence farming or anything like that Well if the business 
does not include money transactions, you may put it as a sorb of short circuit 
lifliveen business and household It la consumed m the same family umt, 
uliicli 18 at the same time business and household. A.nd if there are no 
jilea of products from that part of the economy, there will be no further 
relations from that part of the economy with other parts of society. It 
ii era very difficult for the government to collect taxes if nothing has been 
gold. So I put here in the chart the non-money income as a special part 
of the economy both of households and of business. 

Now there are more relations m the chart — private people from their 
income spend money in foreign countries, I have put hare a sum of 50. 
faiasarfl often paid by business and not directly by private people In this 
case those taxes have been put at 160 And when the government is con- 
jtruoting a building or may be an irrigation work, it will buy from business, 
and you wli find the hne between government and business there—income 
to business. 

When we start looking into the position of the foreign countries, what 
they pay and what they get, we see m this chart, payments to foreign 
countries for, purchases by the government, interest paid by the government 
on loans in foreign countries, services rendered by foreign countries and 
lome expenditure from private income in foreign countries, and then the 
elects of import and export and services to business 

Now m any national plan, the direction of the arrows may be in one 
or the other direction, it may be that business is rendering more services 
to foreign countries, than it has to pay to foreign countries and m that case, 
that line of services will go in the opposite direction It may be that you 
have a lot of tourists in your country, and then hotels and railways in your 
country will earn money from foreign countries and that will add to the 
cervices rendered by your country to foreign countries. 

In the right corner of the chart I put a square for national capital 
iccount, that is so to say a common reservoir, out of which some people or 
ths government or business may draw and where from different sides, the 
assets are assembled And that is the place where the money market and 
ths capital market which were discussed yesterday by Mr. Qureslu flow 
together. That is a reservoir of national capital, you see what is coming 
in there, you see first that buuineas has been making reserves and that 
business puts aside a certain depreciation of its assets and you see how 
households have been saving only 25 Now in 1947 after the war in 
the Netherlands, the figure of savings was very low, in fact there had been 
some deaaving, because some people during the war had accumulated money 
which they could not spend at the time, and after the war when more goods 
beoame available, they were buying a lot of consumer goods, which they badly 
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needed, like a replenishment of their clothes, their furniture and other thi 
It, therefore, is possible under circiimatances that households dta\! 
the national capital account, but the more common phenomena is ft"! 
the households are saving and that comes through saving banks on oth* 
institutions into the national capital account, " 

You see that business is making a large claim for investment and i 
that year it took a special largo claim because of a lot of reoonatructml 
work, that had to be done after the war You will have the same if jo! 
have a large investment programme in business because of your development 
programmes; you sec that investment is taking a large amount, out of h 
capital account (250). Another lino that la coming m oa a tepleniili. 
ment of this reservoir la depreciation of government assets, that is put ej 
30 here. The government has to put in its own budget, if it has a good 
budget policy, depreciation on its railways and its buildings, and at fc 
same time government la expanding its capital aaaets and that la put bi 
as you have seen as investment, where government is buying from buam®, 

Finally in this case you see from foreign countries a large credit thl 
has been invested (12*^) And then there comes at last, at the bottom 
of this chart, a final calculated deficit and loans for 25. 


National income 

When we consider the whole flow of money through society, youseo 
that quite a nice number of equilibria arc established I have put tbem 
on the next pages, and if you take a look at them, you will see how nicely 
it works, when you study a number of national budget equilibria Fiitt 
the household and there you see that the income of the private familiea 
are mostly from business as productive income, and from salaries from tHj 
government. And you see on the other side their expenditure — whit 
they are buying from business, from shops and what they are paying on 
taxes to the government, what they are spending in foreign countries and 
their savings and of course that has to be in equilibrium — if there are no 
savings, if they spend too much, then there wdl bo de-savings — some of 
then assets will have to be spent 



Income 

Expendi- 



tun 

Househollds— 



Business . 

.880 

800 

Government. 

.120 

125 

Foreign countries. 


50 

Savings. 

. , . . . , . . • - 

26 

Total 

1,000 

1,000 


In the same way you see an enquilibnum for business and there whst 
private people spend for purchases, what to private people is y a d as wages 
and profits and dividends and taxes to the government, With foreign 
countries they have income from exports and they have expendituro lot 
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, Jfj and eervices. They have an income from mveetment and they 
r {0 set aside depreciation on their capital investment And there are 
jLes made and that must bo in equilibrium You see that this equili. 
[riuDi in this otage has been made at the expense of a great net investment 

toni foreign countries. 

Income Expendi¬ 


ture 

} Business— 

Households ... ......... ... 800 880 

Government. 60 160 

Foreign countries.. . 626 600 

Investment. 260 

Depreciation. .. 7S 

Reserves .... . .. . 20 


Total 1,726 1,726 


Now we come to the government, that also must be m equilibnum. 
Tlie government gets taxes from households and from business and has 
(opay salaries to its employees and buy for investment in buildings from 
tiisiness It pays an interest on loans to foreign countries It has to put 
aaan expense depreciation of its own capital assets and m this case you see 
lliere is a deficit, the government makes it round by drawing fr m the 
inUonal capital account May be it has to raise a loan, or if it is t.jmporary 
or not too large, then the Stat i Bank will grant a short term loan for the 
government to overcome it But it has to come from the national capital 
account. 


3 Government—- 

Households. 


Income 

. 126 

Expends 

lure 

120 

Business . 


. 160 

60 

Foreign countries .. 

. ..... 

• •••»• • • 

100 

Depreciation . 

> • • • • • 

.......... 26 

30 

Deficits and loans . 


. . 


Total 300 300 

The foreign countries are again in equilibrium, but in this case only 
because they lave given or are supposed to give a large credit to the 
Muntry. 

Income Expendi- 


Foreign countries— 

Households .. . .. 

. 60 

tare 

Business .... 

600 

626 

Government . , ■ ...... 

. 100 

, , 

Credit. 

, 

125 


Total 750 760 
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Lastly you see the equilibrium in the national capital J ^ 
■there you see savings and the reservations and depreciation from 
assets from business and from the government You see the c '**'*'*“' 
in from foreign countries, investment in business, investment h* 
ment and there of course also you find that deficit that has bee”^ 
the government When the expenditure from the national canita?^''*' 
is larger than the income, the equilibrium, really is of a b 
character. You make it equal on both sides by putting a defi° i 
balance side “ tlii 


Natianal Capital Account— 
Savings from Households .... 
Reserves from business 
Depreciation from business 
Depreciation from government 
Credit from foreign countries . 
Investment in busmess 
Investment by government .. 
Deficit and loans. 


Expendi 

tun 


Then I have given you a presentation of national income and vou 11,11 
remember that Dr Singer has explained to you that national income Z 
be defined m three ways as production, as consumption and as moom 
It looks a bit ike juggling with figures, that all these equilibria should exZ 
but they really are derived from the fact that if you take a part of v!; 
national life, it just has to go round and if it does not go round then voii 
put in savings or desavinga and losorves or loss or you have a deficits a 
surplus in your government — so the equilibria which are made, are account 
equilibria. In these national income statistics, you find income and uro 
action and consumption in a similar way as they have been set out bv 
Jfr binger and as he has told you that it should be the same, you will Bud 
that here all the three calculations come around at 1,295 

6. National income—' 

(i) Benijiciariea 

Received by households, 880+120 . 1000 

Received by government, 126+160 .276 

Received by busmess. ...[ 20 


(ii) SauTcea 

Derived from business, 880+76+20+160 
Derived from government, 120+60 


. 1,126 

170 


Total 
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((ji) Natimial consumption a d national production 


Consumption by households, 880-f 120—26... . 

975 

Used by government, 300—60 . 

250 

Deficits and loans. 

25 

National consumption 

1,250 

Reserves and aaVI ngs, 20-1-26. 

45 


National Production Total 1,295 


Balance ok payments 


And in the last place I have put here a balance of payments, I will not 
JO into that in detail We have discussed certain elements of the balance 
ofpaymenta and this is enough for our purpose, but I have given that to 
joii to make it more complete. 


Income. 

I Balance of Payments— 

Exports. 626 


Total current amount . 626 

Credit . .. 126 

Total capital account .. 126 

Total balance of payment 760 


Expendi¬ 

ture 


Imports. 600 

Services paid by businesB lOO 

Travel and other house¬ 
hold expenditures. 60 

Government purchases,. . 40 

Government mherents . 40 

Government services. 20 


760 


750 


Stbuotubb of industbies 


This national budget has been tho work of course of many people and 
it IB composed especially in the business section by detailed plans for every 
part of business I would like to give you one instance how that has been. 
dcM, because that gives you an idea, what figures are needed to see what a 
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certain branch of industry is doing for your national inootae ani 
economy as a whole an 11 g ivo out an instanoo of juat one that is 
to you, the textile industry. (Chart) 


CHART 


BUDGET FOR TEXTILE INDUSTRY 


Imports 

300 

Raw Materials 
603 

\ 


Consumer 

Goods 

HouaehsU, 

363 

Domeatio 

203 



383 

OovertinHui 

30 




1 


rorteslil, 

ladiutry 

Services 27 






Domoatio 

Totol 



Depreciation 

32 


production 

008 

turn-over 

1002 

Raw 

Materials 

424 

For Otis 

indiutriu 

(olothug 

331 

Taxes on 
Buamoas 

aa 

Added value 
438 


1 

Productive 

Income 

370 







Trade Margin 
94 


Exports 







I further present you a table (Table II) with a few of the most important 
characteristics of the industry and I believe the value of domestic prodt 
tion and the part that can be paid in taxes, wages and profits from business, 
would bo interesting for you. Now the structure of different mdustriei 
of course is not the same, and I give you some relative figures about sojm 
industries as well (Table III) The fact whether the raw materials are 
bought within the country is important for the financing, and this will differ 
greatly, but the total percentage of raw materials will not differ so muoL 
You see that m different industries the relations between the amount of 
domostio production and added value, are very different These figures 
show in how far expansion of your measured gross production really adds 
to your national income. The amounts that have to be set aside for depreoia 
tion m different industries also are quite different A study of the addition 
to national moome by different branches of mdustry and a comparison 
between them, especially if you make an industrial plan and see which would 
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Mmto to your national incomo and to your standard of living as a whole, 
wiild to very ueoful I know that it la not oaay to do that, but as you see 
f jjjoffl figures how different the offoct of certain branohos of your 
IJJnomiclifo is on the growth of national iiicomo and the standard of life, 
Uiiono of the aspects which oan add to tho value of your overall develop- 


ment programme. 


TABLE II 


SOMECHABACTERISTICS OF DIFFERENT BRANCHES OF INDUSTRY 
Amounta in million giuldora (1 | U 8 A leaf 2 05) 


Branch ofludusiry 

Kaw 

Materials 

Total 
Turn over 

Domcstio 

production 

Added value 
rn% 

Deprecia 

tion 

Ctrtmos 

42 

206 

137 

89 

8 

Diaooiid Cutting 

118 

24 

24 

7 


fltsphio 

72 

345 

221 

140 

23 

Building • 

602 

1,100 

1,100 

646 

20 

Omnicals 

390 

003 

605 

100 

20 

Tfflbot 

93 

488 

228 

137 

5 

Clotbmg 

307 

736 

010 

271 

20 

lather. Rubber , 

306 

050 

406 

180 

0 

Kining , 

105 

065 

406 

243 

40 

Hettli 

1,122 

3,088 

2,018 


106 

faper 

106 

328 

240 

70 

11 

Teilile 

503 

1,082 

968 

438 

32 

Publio utilities ,, 

124 

370 

370 


100 

Tobacoo 

1 

332 

276 

190 

3 

Pood processing .. 

2,305 

3,280 

2,622 

761 

60 

Agnoulture 

559 

2,243 

1,722 

1,201 

120 

Tonaport 

418 

1,606 

1,011 

1,162 

215 

SMpping 

342 

060 

000 

267 

03 

Bankiag 

12 

176 

175 

156 

12 

Ibtde 

235 

2,839 

2,880 

1,211 

70 


(Adapted from a study by the Central Planning Bureau in Netherlands.) 
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TABLE lii ■ 

CHARACTERISTIC FIGURES FOR BRANCHES OF INDUSTRV im 0/ - 
DOMESTIC PRODUCTION 


Branch of Industry 
Ceramios 
Diamond 
Graphic Industry 
Building 
Chemicals 
Timber 
Cloth mg 
Leather, Rubber 
Mming 
Metals 
Paper 
Textile 

Public utilitiea 

Tobacco 

Food procesemg 

Agriculture 

Transport 

Shipping 

Banking 

Trade 



Added value 

Depreciation 

66 

6 

29 


67 

10 

SO 

2 

32 

3 

60 

2 

44 

3 

30 

2 

60 

10 

44 

5 

32 

6 

47 

4 

62 

27 

72 

1 

29 

2 

70 

7 

72 

13 

40 

88 

14 

i 

42 

3 



Reuaxxs— 1. Some branches do use imported raw materials, but indirect tluouj 
other branches (clothing, graphic mdustry) 

2. The raw materials mclude ancillary materials, they are partly ( 
domestic origm, partly have been imported, This will vaiyffreall 
from country to country, the relation between value of domcftiopn 
duotion and used materials will vary lees (except e g,, in apiculture 
3 The total turn-over includes trade margms, if the product is fold i 
markets which are separate from the production (not with buildu 
public utilities, ebipping, hanking and many other fervices) 

4, The added value is really the contribution to the nation’s mfom 
This includes depreciation on the capital invested, taxes andpersom 
productive mcome 

6. Depreciation is one measure for the coputal mtenfity—a combinatic 
of the capital involved and the degree of wear and tear 
6# Urefui charactenftice os regards the intensity of cspital, labour Ic 
eluding eervices and taxes, and uro of ma tenols are given in tbs Iss 
four columns, ail expressed m precentages of domestic produotiott. 
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Growth op national kconomt 

ret us BOW look into tho function of business 03pocia,U.y when in our de- 
(lopjient schemes and plans, by certain^ measures or by cortam actions 
f /the population we hope to got moio investment and more production. 
TL circulation of money, goods and services in the process of production 
Zuething is added to tho values that are available for consumption If 
MWiild see it like a flow of water, flow ng thro igh a number of canals 
or tubes which are mter-connoctod then that water would not change its 
jjturo. If you would in tho same way have tubes oonnoobing household 
lidi tic government and foreign countries, and cJiango one of the figures, 
ioino other figures will change, but in reality nothing would happen If 
touseholds would save more, consumption would go down, and if reserves 
are increased, productive income would go down But if you change the 
tow of productive resouroos in tho form of labour and raw material into your 
oconoiny, then something happens There it is much more like the flow 
of blood, that puts something into your body while it is flowing through 
It, And by putting more investments in business you will find that 
llie total productive income will incrcaBe, or that business can make more 
reserves and pay more taxes. So that by adding productive forces, 
prodnotive elements to your whole system m fact it will grow and 
tliil IB really what you are after m your national plan Then you have 
loseein what dnection it is growing and m what direetion may be in other 
parts of the economy some elements may bo decreasing They are not grow¬ 
ing all at the same rate, with tho same speed and you cannot juggle with 
Itee figures and say, if our aaving.s would bo 125, how would be the equih- 
bnum of our households, they would not bo able to spend so much on con- 
Biimption goods, so that would bo bad for business which could not produce 
because the demand has gone down But if those savings were put as in¬ 
vestments in industry, then wo see that the equilibrium for business is restor¬ 
ed, because the savings go through the national capital account, through 
investment into business and consumption will be lower at the first moment 
when the saving is made, but very soon those new investments will increase 
the productive income that business is making, and if your investment 
bas been a good investment, much more than has been taken out of con¬ 
sumption by more savings, is added to it And the real growth, the real 
development of your economy, over a period of time can be studied You 
csn keep an aocounting system of that and you can plan for the future by 
I sludying all these relations between the different parts of society. The 
Sima of your development programme may be put in the form of production 
of so many kilowatt hours, of so much more textile, or you may brmg them 
all under one common pomt of view, by seeing how and in what manner 
tkedififeient eqmhbria in your national budget are gomg to change and how 
and m what manner productive moome is moreasing and what the government 
is able to do more, by gettmg more taxes and investing more and m th® same 
way you can see how your relation with foreign countries might change. 

ill Savings and Investment In $• E. Asia 
As far as we have come now, w© have seen money in different 
fuuotions of eoononuo life. We have seen it as a means to express values,. 
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We have seen it as a catalysator for the exchange of goods and seivuM 
have seen it as a reserve to cover future expenditure and we have aeea'i'* 
a way to expedite and facilitate the formation of new and better coBk' 
nation of elements of produotion The common elements in all these (m 
tionB of money is that there is a flow of money through * 

opposite direction against the flow of goods and services 
for some time possess money has the power to set that flow iK„„ 
time and at the point which suits him best Even in the case of thsmui 
commumty where after the harvest, the farmer keeps money, he has tin 
power to purchase at once, or if he wished forestall his purchases and bm 
later on 


society, in 11 ^, 
Everybody,In 


Savings, a bbmedy against hazabds 

In all these functions—money plays a useful end in economic life 
Because it is useful on the one hand and because the quantity of money a 
limited on the other hand, money has a price The temporary use of moL 
has a price If money was not scarce, if money was available m nnlimitai 
quantities, then it would lose its function as a way to express values md 
prices and this is the first and one of the basic elements of the function! it 
money. If that happened, all economic life would come into terrible tronbk 
and that some times happens in a time of extreme inflation 

You have then another way to express values, like after this wo'ldwai 
m Central Europe, cigarettes were more stable money to express values thai 
money. But when that happous the whole economic life is thorough^ 
disturbed, so money has to be scarce, it can’t be available in unhmife'i 
quantities and, therefore, everyone who wants to have that power to 
purchase will have to pay for it If ho aslcs other people to get him tbit 
power temporarily, that means that he borrows, ho will have to pay, b 
long as the people keep the money it is just potential power As soon as 
they use the money, they exorcise that power 

Now as wo discussed already, in a more highly developed country, the 
possibility of highly valuable uses of money, especially in entering new com 
bmations of elements of production are greater, than in less highly developel 
countries And at the same time the organisation of financing of eoonomit 
life in a more highly developed country is such that money capital can 
more readily be put at the disposal of an enterpriser or a would-be entat 
priser. Now every body wants to have some liquid money, some liquid par 
chasmg power, not only to make profit, but also to avoid serious risk 
When I go on travelling my wife says, see that you take some money with 

you, just in case_ if you drive out with, your oar, something might 

happen The farmers wish to keep at least an iron stock of money to mib 
possible within then own community exchange of goods and services In 
this type of commumty, having reserves is rather important, because 
experience has shown to the people in the village, that the risk of flood 
or drought or crop failure by posts or diseases is extremely dangerous. Ew 
so far that the life of the people themselves is in danger 
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Therefore it mikej very good sense fch%t farmera and richer people in the 
nto, ^ ® reserve of coins. They go to an extreme when very 

jhypeople just pile up goli and jewels an! other treasury and don’t 
jjjit for other purposes. The treasure for future needs is often not kept in 
jje my of money, but it is kept in the way of large herds of buffa- 
jjjj or cattle, just as an aaoumnlation and as a reserve and then now and 
(jjjtlieyate used for aaorifices, in time of burial or marriage 

All this money and rese^es kept is a aavmg, but it is not an investment 
jodwoii^have to diBtmguiah between money saving and investment. 


Investment and profit 

Saving itself is a good thing. What we need for economic development 
ji investment. If we look at the rural community and look closely at it, 
te will see how difiSoult it is, to invest capital m that community, 
^ndffcsee in moat places, if people have by some chance or some wmdfall 
or trade activity, a rather largo reserve, about the only way to invest it is to 
buy land. And if they buy land, they will have to buy from other people, 
who have already cleared it and who already are usmg it. And this type of 
inrestment does not add much to the national wealth or the regional wealth, 
because the people who are selling it mostly are under heavy pressure. 
]iey don't sell it unless they are forced to and when they are forced to sell, it 
means that they are under heavy pressure to consume the money they got 
Hat goes in two or three stages, by advances or mortgages, until eventually 
they lose the land But in the process of losing it and in the process of 
accumulating land in the hands of a smaller number of people, on the one 
band that IS what you may call an investment, on the other hand that 
s consumption of the amount that people get for that land 

What we now see in underdeveloped countries, as a common phenomenon 
from the effect of increased trade with foreign markets (this need 
not be m a foreign country but may be internal market, but rather remote 
from the village) is that an extra profit goes to the traders and not to the 
farmers 


(a) Investment in trade 

The fact that the trader, the man who takes the initiative to start this 
trade, will get an extra profit is just natural He in our scheme of the com¬ 
bination of elements of production is the man who invents, who makes the 
new combination— in this case the new combination of selling the products 
of the region into a more far off market And the fact that the farmer 
most probably won’t get a large profit and in many cases does not make a 
profit at all is derived from the fact that there are a large number of farmers 
and that mostly m an agricultural region you find a few traders askmg 
for the product and a large number of farmers offering it. And imder cir- 
cmnstancea of a limited number of buyers and a large number of sellers 
produce under very siiiular conditions, these sellers won t make a big 
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profit from that new combination Now what does the trader in oon 
do. He finds the new market and he starts for example to buy a forest 
duct, or an agricultural product he can find As long as there is no if” 
movement to do that, the farmer who just happens to have a surplus'®* 
the man who ]nst happens to have gone into the forest and has the W 
product gets a decent price. But now the traders want to expand their 
business, and start to finance the development in that village and in that 
region* 

They induce more farmers and more people who go into the forest 
to collect barks or fruits or any other forest product or bamboos, by oivini, 
them an advance They made a contract, u ntten or not written and 
give some money m advance, on condition that they get the goods within 
80 and so period in such and such quantity They can mostly find lota of 
people wilhng to do it, because the money they get, comes mto their 
household as something extra, at the expense of what is mostly labour that 
is not used all the year round That makes it possible to get this extra 
product at a rather low price and mostly a good profit on this trade will bo 
made, unless agam the number of traders increases so much, that the 
traders won’t get a large profit and the price declines on the foreign 
markets 

But that IS mostly a long time off And in the meantime that trader 
is progressively increasing his savings and he progressively wnnta te 
enhance his trade and theie comes a real difficulty We see m 
practice that after a number of years, he has come to his optimum 
business in this trade, because he cannot expand that at will. He baa 
limited time. He has a few people only whom he can trust He has to look 
after the people whom ho makes contract with He, therefore, can only hare 
a limited number of contracts with farmers or people going into the forest 
So when he has expanded his business till about the limit, he then will try 
to find other ways of investment. 

(6) Investment tn land 

You will see that very effectively, when he feels that he has surpaBsed 
his optimum, when he is 66 or 60 years old At that time he does not want 
to run so fast after all the people to whom he has given advances and to 
flee that the product comes in and that the product is sold and the product 
18 sorted out So his age will induce him to reduce his business. He goes 
a little bit more easy. And then, he wants to invest outside his business 

Now where would he mvest * In his village* Buying land and be- 
commg a landowner and by giving it out on lease again, is about the 
wisest thing he can do I cannot easily devise any other way to mvest his 
money. But in that way you see that with the introduction and the 
expansion of trade over longer distances, with better communications, wth 
better marketing systems, social conditions in the villages do not auto 
matioally become better They may even deteriorate Of course their 
trade serves the country as a whole enormously Without the rubber, 
the tea, the cotton and the jute, where would your country be. You need 
that very much, But now go back to the village and see what has hap- 
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?!l ]0 trading”' thnsn o\j)(irt lutirh-s ni.ilviiif; jitulits and imturally 
^‘gp’ofita and then m)t kinnvin^'what hi do wifli that inoiuiy 

jlij^tisospoemlly truo in so-callt* 1 undordovolojn' 1 cnniitrifs, whoro sav- 
a certain claHR of ik'ojiIo, docn nut iinrov, iril\ mean mvostmont m 
to most profitable waV fm ttu' (ountiN ((.self It tavenjiios atatie, ifc may 
1 be that after Homo Unm tlm nmolninont ^\^ll iiavo to ntart a 
jMmeof land reform I/uid n-luini lo fM'i'orne luvohHary liooanBo 
Jtiewllago eommumtv, tlus tnumlor of from t,ho farmer 

lijcfciteddiffioultiei, wliieh tni\ ficiM,in«> iumu mount .ihlo. And it then 
Dfjfnfflentwill Hto[i iiMvdh a Lind Holuiim. I’l 0^1 iimino yon (lorao 
{,( 0 (lie problem of (■luuiiiclliri^; Iho I'uinjion'iiil nm )m tlm laii,mi land- 
pers into now puidm tivo |irujci t;, 


{(,) Iin r‘^lmnil in industiii 

Tlieobvioua aiiHU'cr wuidd be, to nu'cil in mdiisfry But the zammdar 
(tkger landonmcr ktimm nothing ui little aliuut industry Even if the 
Uovernment ntcpa in, new pnildeniH arc (le.itcd H the iHiidtnvnei, mer- 
(luiitand tradoi want to aiunl (iiat and tool that Ihcii iCHomcea ought to 
lie used in the financing of licttci cconoiiuo di'vc lojnncnt of the country, it 
lit large programme m itscll (u edm .il< llicm to tlial attitude Eirat you 
nil have to bIiow them that llicio air (hri'c Htcjis involved, and that they 
iWdgo all these thiee HtejiH 

The first step IS JUS I saving llir munry, the second sti']) is investing the 
(atinginto new and licttei entm [iiises, tlie (Imd hIc]) winch is much more 
liportantnnd much more ddli( ult is find out Homebody w'ho is able to invest 
and to entrust the money (o him One Htcji in that diiection is if a man 
luyslnndand gives it out to tenants Hr tlieii will have to see that he can 
tmst the tenant, that he ih an able jirnsant and that he will do hia work and 
lint he may be honest cmmgli to piay Ins rmit in kind 01 in money, so that 
an landowner you aro not (heated too much by your tenant But the 
cffltrol of that agricultural critcrpinsc, iH easy, becaiiso living in an agri- 
iiiltaral area you know wlial the yield per aero is and you know the 
image, 

Then cheating is not so very easy and everybody Jenows that you must 
sUoiv for some of it And that tiio man is getting water and cultivates his land 
lithe right time, uic all tilings that are rather easily to be found out and 
(wplein the village would evidently know, il tenants did not use the land to 
to best benefit Eurlhcr on it t.lio tenant does not get the best yield 
[™ the land, under certain ciu umstances, ho himself will lose 60% of the 
ps return, But what haiipoiiH boliiiid the walls of a factory, even if the 
iictory IS close near to hand is in uch more difficult to supervise and to judge 
lie ability of a man to do that behind the closed walls of a factory, a hundred 
Mesaway, la still more difficult So the step to trust other people to invest 
Joarsaving, is a very large and wide step to go. 
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DbVBLOPMBNT op mVBSTMEMT IS S. E, Asu 


We will have look to our region in S. E Asia and see 


Bteps: saving, investmenta of own savings and entrusting savings to oft 
people for investment, are developed. The first question is, “Whataki 
the resources in Asia for economic developments nd what has been theZ 
tory of the domestic saving and the domestio mvestments m S E, Asii?" 
I^t us go back a little bit mto history and I know more about Ind^ssii 
than about other countries, so I take that as an instance ' 


(a) Saving and hoarding 


Then we see that m out of the way places, some 60 to 60 years aio 
several types of saving, of buffaloes, of paddy of gold silver coins, and it 
wellery were found You might have heard that a special road has been 
made during World War I through a valley m Central Sumatra, because n 
that region it was customary, to have at least 3 years of paddy consumptios 
near the houses The Madurese and tho Balinese people and the people iij 
the Eastern part of Indonesia, have hollow bamboos full of silver coiq lo 
called ‘rykadaolder’ worth about a Dollar before World War I TheyU 
a large amount of that hidden in bamboos and somewhere in the walls c[ 
their houses or buried m the soil It is interesting to notice how these sw 
mga, especially those m silver came there 


(6) Inlernational trade 

The history of these hoarding.s in villages is very interesting European 
merchants durmg the 17th and the 18th century, came to S E Asia bupng 
spices and coffee, and about tho only thing that they could bnng in pij - 
ment was silver By the way that silver was found by the Spaninianii 
in Mexico and other countries in Central America and brought in great qunn. 
titles to Europe, even causing inflation there The surplus of silver m 
shipped to S E. Asia and came there in an already existing circle of tradj. 
From Indonesia spices and other products were sold to India and to China, 
and as India and China at that time were the industrialized countnesof 
Asia, Indonesia bought cotton from Malabar and t,he Coromandel coaat and 
Chinaware and other articles from China That was a regular up anddom 
trade between an agricultural country and industrial countries in Asia 
Europeans coming in with that silver, greatly increased that trade He 
quantity of cotton goods and the development of the handloom industry 
in India and in Bengal, durmg the 17th and 18th century has greatly been 
induced by European merchants, who put up so called faotones or trade 
estabUshments all along tho coast from Goa in the West to Formosa in tie 
East, They were buymg industrial products agamst silver and brought 
those industrial products to Indonesia and other countries where there were 
agricultural surpluses and then brought the species and the coffee to 
Europe, 
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thing still to mention and that is at lirat sight a strange thing and I am 
versatile m these historical studies. The fact is that the big cities in 4°” 
even where they existed seemed not to have hod that dynamic influe« ^ 
economic development that the cities in Europe had from the middle™ ^ 
onwards. The reasons for that will bo mterestmg to study. There mavt 
a number of reasons for that, but at least it is characteristic of the tv!' 
city in Asia, over the last 6 or 800 years, that it has been less dynamic a 
similar cities in Europe one of the reasons may be the relative great attent'*' 
given to luxury consumer goods But the fact that there were so few cit! 
and that there is still an enormous amount of population on the land, at lean 
until recently must have been a very retarding element in saving and mvesl 
jnents and economic development, in Asia in general 

(i) Savings and national income 

Let us now consider how much net savings are available in South 
Asia for economic development In a publication of the United NiUionsi 
in the part contributed by the Food and Agriculture Organization—a figurj 
IS given of 2—3% of national income m India which itself may be estimated 
at $60 —10 per capita In the U S A on the contrary, and in Canada and 
a number of countries m Western Europe, net savings amount to 16—20“/ 
of national income and that national income amounts to $500 or $l,0l)0pet 
head Even if we take a higher percentage for India, and take into accoiiti 
a higher purchasing power of the national income dollar for dollar, we Hill 
Dome to a figure of 2—3 % as the percentage of per capita saving as betwa 
South-East Asian and North Atlantic countries 

Now this figure of course is not at all a fixed item, it may become highef, 
but even if it was 10%, wo must come to the inevitable conclusion that then 
18 BO much more capital available every year per capita that the highlj 
developed countries will develop quicker than the underdeveloped com 
tries Over a long period of time there is no question of bridging the gap bet 
ofwidemngit When we look into the income of the peasant in China ta 
1780, he had a better life, better food, better clothes and better houses tham 
French peasant of that period With the industrial, agricultural and com 
mercial development in Europe and North America, the real income increased 
in that part of the world very rapidly and of course now there is no queatioa 
that the life, the real standard of living, of the French farmer is much higher 
than of the Chinese. One of the most striking results of a long period of 
successful saving and investment is the rise of productivity of labour and 
may be that is again a good measure-stick of the rate of development of the 
country If only 1|%, something between 1 and 2% yearly increase of pro 
ductivity of labour could be achieved, again, after long period of years, one 
or two generations, it might have doubled And that has happened in 
Europe and to a larger extent in North America. But it is very ifficult to 
achieve that aim m the densely populated and less developed countries in 
Asia. We, therefore, have to state that it is very difficult to get large savmgJ 
and large investments and thereby an appreciable increase of the produo- 
tivity of labour and the standard of life in underdeveloped countries 

“ Methods of Financing Economic Development m underdeveloped couctnea 
United Nation, Lake Success, 1949 
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(e) Little inducement for investment 

The second question is this, are the small savings that are made, pro- 
Iv channelled into productive investments* Here again the answer is, 
^ We have already discussed that an agriculturist within his community 
Tnaliy will find difficult to use money in new investments Further more 
Lt reserves in products and reserves in money are in most areas necessary 
jiaiast the risk of nature so they have to bo kept ready and cannot be chan- 
jisUed into enterprises of a longer nature The third reason, which may he 
very important, is that the small groups of iichcr people—that also does 
gpplyin highly and not only in underdeveloped countries—have tremendous 
jocialobligations Their high irlcome and their wealth is partly derived from 
the high social status As a landloid or a village chief, and in some countries 
as a haji, you have to show your wealth, you cannot be miserly Even 
tings and princes have their obligations and often very arge obligations. 
They have to show that wealth in the form of palaces, or in a large number 
ofservants or temples That is part of their social status and part of the 
nys and means to get a large income And the foundation of that position 
would be shaken if they changed their way of life too much That is a kind 
of thing that happens not only m underdeveloped countries, there are coun¬ 
tries in Europe, where society, families have to spend large sums of money 
on the fact that one of the sons at least must become a shining but ill-paid 
oicer m the army I have a lot of fi lends in Asia with academic education 
who are always m financial trouble because a large number of relations 
eipect them to help That is very natural That means that even if they 
have a rather high income they still cannot save much Now investment 
in national pride or investment in social relations of one kind or another, 
may be very profitable for the person in question Mostly for him it is rmn- 
ous, but we Can say one thing it is not the optimum investment for the coun¬ 
try as a whole So generally, productive investment is for the reasons which 
Imentioned, a very difficult thing 


FlNANCrAt INSTITUTIONS 

The lack of financial institutions or the poor operation of these mstitu- 
liona IS a further handicap for a rapid growth of investment Partly, it 
is in itself the result of the low saving possibihties 


(a) Savings Banlo 

Generally a savmgs bank even on a co-operative basis, is no success 
in underdeveloped countries Again it la not a thing to he amazed of. It 
ii fairly costly to devise an administration system for the small amounts that 
TOuld go into those savings banka You might try to find out the relation 
bntween the average salary to be paid to a clerk and the average amount 
that would be invested, and be withdrawn from a savmgs bank. 
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Now savings bank operating among say, 80% of the population » 
at high cost collect savings from an economic onvironmont where mw 
charges aro high and invest thorn in a stratus with a higher develoBTl 
when interest rates aro lower It is like moistening a dry sponge ftom?? 
brick underneath The normal procedure would be and the normal 
cedure is that advances are given from the highly developed centres to ft 
lower developed parts of society. 80% or 90%, of the population is J! 
or less precluded from a aavmg.s bank on account of the relatively high cZ 
and on account of the relatively low rate of interest they can get from thm 
investments Savings banks can only offer a very moderate interest 
even if you compare it with similar matitutions in highly developed countries 
I’ll give you an instance, which I know 

The Postal Savings Bank in Indonesia for about thirty years tried to 
induce people in the village to invest in the savings hanli with very hlUo 
success Well, they gave only 2 4%, iiiteiest a year, and they could not 
give more than 2 4% because they invested their own savinga, in 
government securities which gave only 2% Now if you are a village man 
and you have the cluiico hcLween keeping youi money at home or gonj 
to the post office to bring the money and going later to the post offlpo 
to take It back at an inborest lato of 0 2%, in a month, well the dmitj 
IS not difficult However, it is ol vital importance to organize it m one my 
or another and anybody who would invent methods to do this, would he o( 
tremendous service to hia emmtiy and to all underdeveloped countries, 


(h) Co opeialive societies 

It was thought in the beginning of the century, that the only way to do 
it, was along oo-oporative linos, and tliero lias been made a really tremendous 
effort to build reserves and to bring together savings from the rural popals 
tion along co-operative lines Those co-operative have indeed been able lo 
bring together an appreciable amount of working capital, partly by intioduc. 
mg voluntary deposits, working mostly on the social feeling of people who 
had some money at their disposal, and partly out of profits which the m 
operative society had been able to make because they were operating in» 
sphere with high interest rates and could undercut the moneylenders and 
outwit them This outwitting of moneylenders is a very difficult job because 
those moneylenders have their business efficiently organized But the co 
operatives could make reserves from interest on the loans set out ui the 
village And of course, those reserves of incorporate banks are a saving 
also Savings of that village community 

Now I am sorry to say that the co-operative movement in all under 
developed countries and especially in Asia has lived through a number of 
very serious setbacks The oo-oporativo movement has been, I cannot nay 
defeated, but at least has suffered greatly from a new and grave danger, 
that has almost arisen at the samo time where the co-operative movement 
started. In all countries where you study the history of the co-operative 
movement you find a happy growth from the beginning till the year 1925 
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uij then you find a serious drop because of the depression, because of the 
Pjiy]off prices of all agriculturq,! products And then ngam you find some 
jjfflpected successes or even so-called profits by the inflation of the war 
yjais snd after war years. But if you express their reserve and the savings 
u terms of shall we say, paddy, or in terms of the daily wages of the people, 
yon will see that the real value of the assets of the co-operatives and the 
inoimt of savmgs have gone down since 1929, first through the depression 
ihea they had to write off m most countries a largo amount of loans and 
({cosdly through inflation, which wiped out in some countries a large part 
of ills savings of former years 

In old time the farmers’ main enemies wore flood and drought and in 
recent times the more dangerous economic enemies of inflation and deflation 
lave been added And this has been especially serious since 1929. Now 
it TO possible to under-cut the moneylenders by reasonable interest rates, 
Ijpublieity and propaganda, by honest admimstration and an appeal on the 
community sense of the people But it was hardly possible to overcome 
tlat m 1933 rice was only worth 30% of 1930 Also it was hard to over¬ 
come the tenfold rise in prices on account of the inflation of the after war 
years Many moneylenders have gone through the same difficulty but 
tkey could adapt themselves quicker than co-operative societies. Partly 
because they had less scruples against the people, they were lending to, and 
partly because they are by necessity more shrewd businessmen They are 
more practical, they can adapt themselves quicker to changing business 
conditions than the best organised co-operative system The import of the 
mrld business cycle on the co-operative movement of Asia has been detri. 
mental 


And now I come to one of my well known theses I should say that a 
reMonable stability of world market prices is a pre-reqmsite for a modest 
Bell Bnancing of peasant agriculture and for a success of co-operative societies 
in tile villages If we could manage on an international and even on a 
Mtional scale to stabihse prices ot the mam agricultural commodities, the 
mess of a co-operative movement would be greatly induced If there 
mre no chances of such stabilisation, I would think that the future of co- 
operatives, and thereby the future of development of peasant agriculture, 
TOuld be very low 


Now saying this I would not say that a co-operative movement is not 
very important in Asia, and I may at this point introduce to you, as far as 
isnecessary, Mr Qureshi who is sitting at the back of the room He yes- 
if take part m<our course, and he has made a special 

mdy ot these financial institutions and the working of co-operative societies. 

e eve he comes to the same conclusion that much will have to be done 
m something has been achieved, but not enough, in the orgamzation of 
M opera ive societies for financing agriculture in Asia 


1 ,.. J believe that we have rebabJe statistics on the number of sooie- 
of sftvmgB that they have brought together dmingth^ 
Mtence If I make a rough guess I would say that there would be 200,009 
operative societies in Asia and that those societies have about 13 m^on 
(excluding China and Japan on which countries I do no av 
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figures. There wjll be a large number of societies and members also ijci' 
and Japan) It is not a small }ob to organize and have an adminiatr t 
for 200,000 financing institutions, to see that admimatration is don™" 
efficient lines, that they are all run well It is not at all an easy tlm ? 
combine their financial resources in higher financial institutions, lU ( 
at all easy to finance them through really bad periods of d 
even through the yearly cycle of agiiculturc 


To overcome this all countries I behove have banking institutions to 
finance their co-operative societies I have no figures at all about the total 
amount of capital that has boon brought together by the co-operative sotii 
ties The International Co-operative Allinnce brings together figutes on 
co-operative societies, from all countries of the world m its year books and 
may be from those year books you could find the figmes and statistics atom 
the total amount of money that they have brought together Surely, u 
compared to national income and the enormous number of farmers in the 
area, we have to say that co-operative societies have brought together only 
a very small amount of reserves and deposits and savings Their yeailj 
output IS considerably larger than that and they do surely a useful joh, but 
by nature and essentially you cannot expect from these co-operative societies 
a large accumulation of savings that can bo mvestedi n other fields of econo 
mio life. The co-oporative society has a strong position as long as it remsim 
working in the apheie where it diaws its funds from, where the high intetejl 
rate prevails 


There is some investment of co-oporativc capital in industiies or throujh 
some banking institution into the general economic life of a country, buttbii 
IS not verv important If it could ho achieved that co-operative societies 
in the villages finance sufficiently, agnoulture and handicraft, it would already 
be a very important function You cannot expect under the circumstaucei 
in which the village people live that they would bo glad to lend out their 
small amount of savings and channel them into government securities, or 
into a deposit with a bank, where they got only a small percentage on their 
loan. Even channelling them into industrial enterprises is very difficult 

Something has been done in that field in some countries very deibutely 
Co-operative societies of weavers have brought together sums for a apuuuiig 
null and for dyeing yarn Well that is vital for thoir enterprise, became 
they were spending much too high a margin, to the middle man who aelh the 
yarn to their cottage industry Similarly, I can imagine that a rice mill 
or an urgent factory for the prooessing of direct agricultural products is done 
on a co-operative basis More again ho lower the margin of the middle min 
than to try to develop an industry 

The mam aim to be reached by th® co-operative societies would be to 
lower the general rate of interest prevailing for small loans on short term 
in the village community and if that aim could be reached, I boliove, we might 
say that they have done their job 

In most of the countries of South East Asia that would be the steppmg 
stone into more capital inveitment and higher grades of development in. the 
village and, therefore, wo probably have to assess the merits of the no 
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[176 flyst®® Village as to the way in which they have succeeded to 
decrease the prevailing lato of interest and the dependency of the farmers 
on the middle man and the moneylender 


(c) Private banks 

How far have private banks dovelopoJ. reasonably successful in 
underdeveloped countries in general, and m South Asia in particular? 
Hero again I cannot give you any bright picture Private banks 
as they operate in certain regions are mostly concerned with the finance of 
foreign trade, both for export and for import Again this is a thing that 
ire can understand It is fairly easy hocausc tho goods are there as a security 
on the loan The turnover is rapid, the loan can bo had on a very short term 
and this provides a good profit In fact most banks have started on that 
line Moat of the banks have been established in this part of the world just 
for this reason, to facilitate export and import trade, and this has resulted 
in the fact that the personnel have got acquainted with this type of busi¬ 
ness 


These are exceptions The agacultural estates m Indonesia and 
Ceylon are largely financed by private banks and may be that applies 
to other large estates ol agricultuie as well In Indonesia there are 
wvon large banks opoi atmg m a largo part of the country, both for 
lin&noing trade and larger agricultural estates These banks have 
bpeoial departments for tho financing of these estates, with agricul¬ 
tural and technical advisers, and aio well equipped for this ]ob But 
they have done little for tho financing of industry, and I believe you 
might say that as a generality I know there will be exceptions to the 
rule in all countries ol Asia. As a generality wo may say that in the region 
of South East Asia, very little financing ot industry has been done through 
the normal private banking institutions It can be explained from historical 
regions The British and the Dutch who were tho mam European countries 
to establish the banks are mainly trade people, and at that time, even they 
had little experience of what the banks in Sweden or the Dresdener Bank 
m Germany did foi a systematic development of the financing of industry 
So the people they sent out were not acquainted with the real techmque of 
financing industry and, therefore, they neglected that field I believe that 
the main reason why they did not go m that field was ignorance and not bad 
intentions They did not behevo in investing money into an industry 
because they did not know enough of tho technique, nor the economy of an 
industry m its infancy 

What IS badly needed is a training of industrial economists and indus¬ 
trial bankers who are able to assess tho possibilities of specific industries 
Some of the exceptions to the rule are a good illustration Two of the com¬ 
mercial banks in Indonesia have financed the 1,000 rice mills on an industrial 
basis, and quite efficiently, but those two banks had specialists developed 
for that particular job and without such specialised industrial bankers, the 
private banks cannot financed industry without great risk 
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Intebkationae financing 

So far m our conaiderationfl we have treated the financing of a cou 
as nn entity without regard to its foreign relations We now will go 
oonneotions between the financial system, and the savings and mvestnieDt! 
of a country with regard to foreign capital Now m principle of course ai 
country may in this financial relation collect investment or it may push out 
investment The natural position for an underdeveloped couritrj, oihiti 
wants to develop rapidly is that it would attract foreign capital ’ 


(a) Advantages of internahonal Itnk-up 

Savings that have been mode in other countries where people like to 
invest in a foreign country, because this promises them the best prospeotwa 
may add to the capital, available for that new country and thereby increase 
the national income m the country that uses that money The fact that 
connections are made between the banking system of one country and hank 
ing systems of other countries in itself is a profitable thing It is soraethmg 
like m electricity, making a grid, where you connect different power ststioni 
and use the power where it is most useful 

Savings and use of capital are not going on m the same pace and mtlit 
same season all over one country and therefore a national grid, a national 
banking system, is useful and in the wider field of international financing 
it IS stiU more useful if you can connect the different financial resourcea 
They then will flow into those places where they can most usefully be pnt 
into action Now when I say tins I know that there are all kinds of finaneial 
regulations and difficulties and that the international grid system m the 
field of flnancmg and banking has been very largely destroyed by the eilecla 
of the World War We then say that there is inconvertibility and that 
there are all kmds of government regulations, preventing the flow of capital 
and money from one country to another Before World War I, there 'was a 
rather widespread free system of international finduce There were vmv 
few, if any, government regulations as to the use of capital and money in 
one country or another and the hnkmg up of underdeveloped countries in 
Latm America, Africa and Asia, with the central generating plants for 
capital (that time mostly m London and in Pans, later on for a large part 
also New York), itself brought about quite a number of new possibilita 
and thereby new investments 


(6) Influx of commercial capital 

I should like to say that, historically, tho first influx of this greater 
supply of capital was mostly commorcial capital Later the enterprises, 
considermg risk and profits, found it a good thing to invest, not only m 
import and export trade, which is quite natural for commercial capital, but 
also largely m agricultural estates in some countries, in mines and in comimi 
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i railways and shipping lines in other countries. As you are well 
in' Asia, relatively a small part of that foreign capital has been 
d in railways. In a country like Argentme, you find that almost 
railways have been built by private companies from abroad under 
of a free flow of capital goods and no barriers agamat such flow 
one side or the other It la a natural thing that private capital should 
((Iths place where it could bo used most profitably for the investors I 
"dd not say that that moans that this use is also the optimum for the 
Intry and the people where they invest the money. They have got their 
' the confidence of people who save money and capital in their 
m countries If at the same time that would bo the optimum use for the 
jnity where that capital has been placed, that would be a very fine 
but it 18 not always so The same situation holds also for domestic 
It may be enormously profitable to invest m distilleries or m 
Sme factories, still it may bo for the country as a whole, better if it was 
[ivssted in electric power and not in spirits or m perfume Well of course 
you can have the same thing with foreign investment 


(c) Capital inveslynent tit primary production 

We can divide the capital that is coming m a number of classes 
idlwant to give you a short description of a few of the important types of 
investment that have occuiTcd One of them and that is an old form, is 
investment to promote tlio production and the export of raw materials. 
Pus type of mvestment has boon a very important one and it has added 
jieatiy to the whole trade movement in the world, and the production of raw 
Biterials and foodstuffs Shipping lines, ports, radways, agricultural 
states have been established If you go back in history 70 or 60 years ago, 
you will find that the prospectus of institutions mvestmg in Argentipe, 
Russia, Chill or Indonesia, wore mostly all based on these lines “These 
(ountnes have tremendous possibibtios of copper, of wheat, or of rubber, 
snd the world needs them so that is a good mvestment ” 

This investment, if it has to go on successfully in many cases has to go 
further inland You invest may bo m the first place only m a shipping Ime, 
sud build a few houses and put a few people m a country and you then start 
the buying of products Later on you will have to make railway to connect 
the interior parts of the countiies with the ports Then later on you will 
have to start and invest yourself in developing the jungles into plantations. 
Then may be agam, later on, you will have to finance the processmg industry 
of that raw material, because the form in which it comes originally from 
the estate is not suited for the woild market With the specialisation and 
the higher grades that are asked in world market, this type of investment 
hae created m some countries ono of the best equipped and best organised 
brsnclies of agricultural and raining industries. The tin mines of Malaya 
md Indonesia, sugar in Hawaii and Java, rubber estates, palmoil, fibre 
estates on Sumatra can compare favourably with almost any other type o 
mining or agiicultural industry in the world 

The world market was asking over mcreasing quantities and an ever 
increasing variety of products and was putting every increasing demand on 
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the quality of the product That made it necessary to iticreaBe continuoi i 
the capital investment. Now this is a very natural development tut! 
the same time it has created in a number ot underdeveloped countries'5 
feelings against this hind of investment Heie again we can understa I 
this because the rate of technical and economic development of thiatviiei 
private investment, was quiclccr than that of the people in underdevelmri 
countries And it would seem as if theie was an mcieasing backlog betu^ 
these industries and the capital exteiisu e mduatuos of the local producer" 
The people wanted to have a greater share in the possibilities of development 
If we try to see that objoctu ely, wo will have to state that the high state nf 
production, by the foreign ontorprisers m a country was accomplished by th 
import of the results ol science and technique which at the same time, could 
not be transplanted at the same rate through educational measures on a 
national scale as was possible within the commercial enterprise itself This 
IS one of the basic advantages of private industry which all good wishes and 
all political pressuie cannot change 


(d) Indmlnal investments 

As a third stage, after the raw materials trade and agncultuial industry, 
there has been a influx of mduslnal capital, and here you find overseas plants 
of big firms from the United States, which m this field have been the large 
pioneers, and from European counlues When they sot up an oveiaeaj 
plant in a certain underrleveloped country, instead of importing the 
ready article they imported the paits and put them together m an 
assembling plant Eor the firm that docs it, it is a very natural thmg to 
bring all the technical ability, all the organisation, all the results of 
scientific work directly to their own nssembly plant What is done m 
enormous laboratories and testmg fields to the extent of may be hundreds 
of millions of dollars comes in finished form and without any payment 
for it, directly to the overseas plants Well surely, Ford and Shell aud 
Bimilar hig companies when they calculate how much they might spend on 
their laboratories and on their testing fields, will take into account alw 
their sales in other countries, and the profit that can be made by their 
overseas plants But they do not cliargo the overseas plant directly 

No private firm with domestic capital in an underdeveloped country 
could possibly produce itself these technical and research results You 
may try to buy it, but then you will have to pay an enormously high price, 
A government may try to engage foreign technicians, but at the moment 
that a foreign techmcian enters the government service, he is cut offfromliis 
own scientific resources In my opinion, this is one and may be a deciding 
factor, why in certain fields, not in all but in certain fields, it is cheaper and 
of better interest for an underdeveloped country to allow overseas plants m 
the industrial field to be set up and to profit fully from the discoveries and 
inventions made, e g , in the enormous laboratories of oil refining companies, 
of automobile companies, of agncultuial machinery companies, of chemical 
industries, of steel industry and electronic industries. Especially in the 
Umted States but also in a number of European countries there are enormous 
,amounts of research done that are used in Asia. 
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that this scientific division of labour has advantages which 
not easily throw away. If people from abroad would come and 
without such a good management and research behind them, then 
(kings different, because then most probably these 

,I, come for a quick profit and probably will run a big risk but will 
to large risk for the chances of a big profit. But as private enter- 
I it present times, lu the higlily developed countries, is organised, 

' a very good chance that m this way you may introduce at a low 
of long and serious work and very spoculised work. 


Ifoff capital as it comes in the three w-nys wo described is mostly, nor 
ijcip, what we call active capital, share capital The people that are 
urfngare for themselves risking the whole amount of their investment 
there IS no obligation from whosoever in the under developed countries 
(111 they will get a profit or that they will oven get their capital back, 

If you get capital or any other service w'lth such a risk you have to pay 
f,rit| and if those investments have been a success, you see that they make 
ilarjeprofit and pay a large dividend On the other hand there are a lot of 
iiveslments where we do not soo the results because they are in the mean- 
liuj abolished, To give you only one instance; Indonesia is not a good 
(jiijitry for gold although there always are rumours that there was a lot 
I lijold to be found. In this country there has been more mvested in com- 
piiies for gold mines than all the gold that has been produced by all the 
iwessflil gold mines. 


(e) Loans in capital market 

Here are other investinents and they do not bring such large returns 
ill! on the other hand do not involve the same risk This capital is given 
(ut t’n ionds, mostly by a government The government of an under- 
Jefeloped country can raise foreign resource, foreign capital m the way of 
bds, in the foreign capital market. 

In this case you have another picture. The most important thing I 
I keliWe is that the initiative is different Here people do not bring capital 
loan underdeveloped country but you take capital from a developed coun- 
Iry into your own country And the risk of the investment is with the 
pirty who takes the mitiative Ho has to pay an agreed amount of interest 
and an agreed amortisation and if the investment is a bad investment it is 
W for him Under certain circumstances, that will also be bad for t e 
Bin who invested it, because even after promise of interest and amorti^tion 
my be he does not get it back. The responsibility however is with the 
Bin who raises that capital in an open capital market and the reason w y 
nmtly only governments can get it is, that the foundation of this JT® 
i^Ican is not the technical qualification of the enterprise that is 
pgto be started, but it is the confidence of the people who have wveu 
lid Want to invest their money in the agency or the government tha 
’or tie money 
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And tho price paid for it is diiertly related to the confidence 
borrowing country can create There has been a time where some ' * 
tries could get no money even at seven per cent, at the same tune the 
other underdeveloped countries that did g't it easily at 3% 
because the economic possibiliUcH differecl so much but because them 
been difficulties m payments of amortisation and interest and the count 
that could get it mucli che .per, liad a good rccoid of payment Theret'"* 
if you aie planning to raise inemoy thiongh bonds, then the first thins lo' 
look through the record of your eoiintry's history and see whether 
the confidence of the financial people, that are taking up those bonds * 

Such bonds could he placed in the open market and that has been th 
practice in very many countries especially in the begmmng of this centutv 
But the possibility of raising money in the open capital markets mthemtll 
IS very low at present The confidence of the people that would have th 
money available is very low On the othci hand, if the interest rate%uU 
have to go so high that you ovoreotne even then mistrust then mostprobabh 
it would not be any more profitable for the underdeveloped country to mse 
that loan Nobody can pay 8 or 10”’„ on a loan for developing roads or lot 
railways or other development programmes >So if a government wouM 
raise foreign capital in the way of paiLicipation by private banks and private 
investors, tho amount of capital to bo raised would be very small Tkii 
still one of the tragic results of two World Wai s and an enormous depreasm 
in the thirties 


(/) Loans from government to governme'nl 

The great system of capital and money markets in the world has been 
disrupted Therefore, since World Wai II a new way of financingeconomii 
development by foreign investment had to bo found These are Bystem 
■which are still in course of development Wo cannot say that the iiglt 
method has been found to largo amounts 

One way is that it goes from governme,nt to government It has becomes 
practice that loans are made from one government to another The reason 
is obvious, a government secs better than a private investor or a pmsl# 
bank, the necessity for an underdeveloped country to get a loan for iti 
development And in this case of a govei iiment to government loan, the rci 
ponsibility is shared The private bank and the private people who leiil 
the money to their own government, sometimes are not oven asked to do that, 
the government ]ust forces them to save by taxation and raising internal 
loans And the risk of getting the amortisation and the interest is shired 
by the nation as a whole through their government It is much easier to gft 
the confidence of a limited numbci ot well iiifoimed people m high govern 
ment service, in a state bank or m n fedei al reserve bank or in a special organ 
like the Export/Impoit Bank m tho United Slates than to get it tromth 
private investors which are a large giouf) an<l which will easily come unkr 
the impression of bulletins in newspapers and rumouia 

That is the reason why government to government loans can be nwd# 
■at leas expense than loans m the open market 
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{g) Loans from international agencies 

A type of loans which especially aims at development are the loans made 
\i^inUmtional agencies to underdeveloped countries The World Bank is 

of the important international agencies set up specially for this purpose. 
Here again you have a similar picture as with the government to government 
loin. In tUs case it is necessary to convince a limited number of rather 
jjlllnformel people, specialists in this field, on the soundness of a scheme 
jtid the possibility of paying back, and give them confidence in the financial 
jtibillty of the country. This decreases the price you have to pay for that 
loan, although I would not say that the World Bank for that reason will 
oliarge a different rate of interest from different countiies The World 
Bank itself relies partly on capital furnished by a great number of govern¬ 
ments and partly on the open capital market. 

Sore you have that same intermediate stage between the countnes 
that need loans and the open money market These agencies have no power 
to force, savers, investors, banks, m the countries where they raise the money, 
to grant them the money A government can do that, whereas the interna¬ 
tional agency cannot do that So the international agencies still more than 
agovemment will find it necessary to create a feeling of confidence for them 
lolves in the open money market The World Bank would have to stop 
itawork, when m the large money markets in the United States and in 
Canadaandin Europe it was considered that a number of loans had been made 
without a sound foundation, and the prospects of self-financing of these 
projects were not good If the World Bank could not transplant its own 
confidence m the projects and in the plans into the big capital markets, the 
capital that is furnished by all the governments in the world would not be 
enough In fact the World Bank has had to raise a certam amount of 
capital in the capital market, and the bank is proud of the fact that in the 
open market the bonds issued by the World Bank are rather highly appre¬ 
ciated 

The soundness of the plan is a basic condition for capital to be brouglit 
(krough an international agency A government may give the money at a 
low rate of interest oven if it cannot convince private investors that it is a 
good proposition I. can force its own nation to ]om m that endeavour 
and may bo there are important reasons to do that, but is is not in the 
poffer of an international agency to do it 


(h) Mixed financing 

Finally, I have to mention a hybrid form of financing which is increasing, 
rather largely, in recent periods That is a kind of mixed finanomg, ofparH- 
itpalion in an enterprise by foreign investors and domestic mvestors, by 
pnvate and government interest This hybrid may well hke it in the case 
with hybnd com prove to produce a very good result. The hybrid form o 
toiled finance will have different origin It msy be, that private investors, 
W to sell part of their interest to private investors in the cciuntry where 
the project or the enterprise is located. British pnvate shaieholders ave 
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Bold in recent years quite a large number of their shares to Indian 
They believe that tins kind of Helling part of tlie shares to interest d 
■within the country ivill piocluce more protection to their propertv 
security and more synipathctic conaideration of their inteteata t 
people and the goveinmonts conceined “ 


til 


Another way of participation is again with the initiative on the 
side, where private peojile in undcrdevelopdcd countries thaUanttom l 
new inveatineiit, theinRclvca go out and try to find the participatonof ii 
known firm abroad In my own country in Holland, there are in recenU 
a number of peojilo ivlin have brought together some capita] and haveT 
hberately invited Anicric.ui llrmfl, to take their share m the capital. 
share means that from America they can get the equipment on credit ■mS 
the scarcity of dollars such participation sometimes means the only i 
Bibihty to start I personnlly believe such participation would be a Ed 
thing for quite a nuniber of industrial cnteipnses that could be started: 
this way much quicker than in almost any other way Because youhn" 
there co-ordination of the partncislup in your orvn country, with maden 
equipment that you do not have to pay and which does not burden 
balance of payments at the time you get it. 


In a similar way the government could start a mixed corpordiictmj 
induce participation from its own citi/ciis and may be from internatiotal 
agencies or foreign govenimenls or fortugn private firms There aie» 
number of possibilities in this form of mixed financing and it coftipletely 
depends on the tyjio of development project that you have m hand, ivlntli 
form would bo feasible 


IV Financial Planning 

Mrthous of unancial i'i..annino 

There should be in every countiy a leiitre for financial planning asnell 
as for economic planning These agencies may be independent of each oik, 
or integrated, but they should at least be interrelated 

Financial planning partly is in the liaiidB of tho banks and thestiti 
bank as a supervising, co-ordinating and controlling financial centres This 
part of tho planning operates through regulation or control of mterest anil 
discount rates, of credit and of money supply 

The government in moat countne.s has a say in this plannmg bybaokt, 
but apart from that has a great influence on the financial situation and 
financial planning through other means 


(a) Issue of money 

We have come now to a very important function of banks and thu 
does not include only private banks but fiist of all also the State Bankam 
different countries This function is very important for the financing ol 
economic development and economic life as a whole. I mean the creatk 
•of money. 
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I oMiiJot go of course into tins very deeply as this is a very important 
I difficult subject Money can be created in different ways by 
""ffluient, by State Banka, by private banks We can distinguish bet- 
notes issued by the circulation bank or state bank or sometimes by 
eminent directly and the money created by credits opened by 
hta The banking mechanism as it has been developed in more developed 
' Itries in hundred years makes it possible to create 

and also to annihilate money The total amount of money that 
“ in the circle of business transactions, savings and investments can be 
Leaaed or decreased Banks have got the possibility to do this and 
jlffeby have e lormous influence on the economy as a whole and on any 
pBjramme of development 

Now I do not say that a disoovory was made but at least some ex- 
Mrience was gained in Europe a few centuries ago In the use of this power 
issue notes and to give bank facilities which increase m fact the amount 
((money •!> society, a number of terrible mistakes have been made. It 
m believed at a time that by issuing more money you could increase the 
'((sets of society. The reason is that if we start from a certain basis of 
iqyilibriuni and slow development and you push money Into society, then 
j lie whole machinery will go more rapidly You can compare it with a car 
Ijjougive more gas, you go faster, but if it is too much then you get 
(loked and you get no where. In a similar way any too large expanding 
((money in circulation in proportion to the needs of society la most dan- 

((fOUS 

I am not going to talk about these dangers with you because the tre- 
uendous dangers of inflation during and after the war in a number of 
muntnes in South-East Asia suroly have given you some unhappy expen- 
»tc 0 of inflation So now everybody agrees that inflation which might 
le created by too much money, should be avoided at all price. You can- 
Mt even buv economic development at the expense of just a little bit of 
iiSation, because if inflation goes on, you will defeat your purpose of eoo- 
mmio development The State Banks in former years in many countries 
kid only an indirect power to fight the dangers of inflation, but the powers 
bve gradually be enlarged and the State Banks now are very powerful 
m this respect. 

A similar danger on the other aide, though that is not a very active 
dinger at the moment in new countries, is deflation At a time when 
there is not enough money in circulation to keep trade and economio hfe 
' going, you get a slowdown of the whole process, again resulting in very 
y economic conditions The duty of the State Bank is to see that the 
imount of money, both the money in notes and the money that is created 
hy banks outside the note circulation, is lasufiicient, that it is not in 
eicess. 

This IS really the place where push buttons are where economic life 
could be accelerated if necessary or whore it could be slowed down if neces- 
wy Both functions are equally important 

Now let me give one point which is moat important in all our oalcu- 
lilions and in all our planmng Governments in their investment plans 
srsforthe banking mecliamsm as a whole, both state bank and private bank, 
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]uat one of the cuatomera of these banks Governments mav 
put their savings in banks and governments may invest and ^ 
may take credits, governmenta may go into debts against a state 
against a private bank Now again here experience has shown that it 
important to safeguard the mechanism of money taken as a whole 


(h) Interrelation of economic and financial plannimj 

You might say, well this is economic planning and m financing tt 
planning you may expect that governments have the utmost wisdom 
They will know, because they have qualified people in government who kno”' 
about economics and finance, they will not create or induce the bankl' 
create too much money. Here again, experience has shown that goveni 
ments are not always wise, that they are under political pressure or Ik 
they are on the pressure of war, or just that governments fail to have an 
integrated financial and economic policy. The result is that they aali 
the state bank to create more money to finance government expenia 
The state bank ought to be independent enough to deny such requeal li 
necessary And in this respect economic planning and financial planiinj 
of a government must go ha id in hand There still are a number ol 
countries where this co-ordination between economic planning and financii] 
planning, is nob at the optimum and that holds, I behove for both sides. 

State Banks in the law, whereby they have been setup, m quite a 
number of cases have on puiposo been made independent from the govern 
ment In view of experience of the past and experience in other conn, 
tries, governors of state banks, or board ol directors often do not knei 
enough about the economic plans If they behove that the government 
does not have a sound financial and economic policy may be, by being loo 
cautious, the state bank can hamper economic development In most 
cases the State Bank may have been right, but sometimes it was wrong, 

Anyhow, it is essential that in any financial plan, in any appraisal 
of the financial possibilities of economic planning, the relationship bet 
ween economic planners and financial planners, is well established, I 
suppose that in new countries the dangers are more on the aide of inflation, 
especially at a time of high prices of raw materials but you cannot havo 
sound economic planning without co-ordination of financi 1 planning at 
the same time, and the co-ordination of the two ends largely up in a degrei 
of expansion or contraction of the total amount of money flowing m 
Booiety. 1 know I am over simplifying the case, because there is no direct 
relation between the amount of note issued and the amount of money iii tba 
banks with the need of society measured in national income or in the value 
of production and consumption The whole process is complicated and 
in ill countries, economists and financial people are still working out the 
yardsticks of economic life in order to havo a better forecast for the future, 
that may give more stability over tho following period, by regulation ol 
money and ciedits. We have not yet achieved this complete safety. 

Even in the Umted States as you havo heard Dr. Singer and from fir. 
Szekiel, with its large number of economists and financial experts atlll 
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forecasts and predictions as to the volume of economic life and the useful 
of expan mg or contracting money in circulation, have faded m a num- 
jjr of cases. By better statistics and by better analysis of some indexes of 
foture development there is a continuous refining of this instrument m 
fonningfor the future As T have said, government, rather often, are the 
W boys, m this respect i-iut it is also very well possible that the com- 
lined action of private investors or the inactivity of private investors or 
,i]ftce8.sive action of speculators in piivato business sphere also create these 
bad effects 


(c) fiound budqelmy policy 

Governments often have for consumptive purposes, for payments 
ofBalanea to their officials or expenditures on army and navy spoilt the 
equilibrium and theretore as one of the first prc-requisites of a sound eco¬ 
nomic development m a country is a sound budget policy of the govern- 
jipnt, 1 would not say that tiie sound budget policy, must always mean 
s balanced budget Govoinments have learned and economio theory has 
fought them that a eovernmenb may, by its budget policy, by its taxation 
and its expenditure help to atahihso the development of tjho economy, and 
avoid the two stages where the economy is out of its equilibrium, inflation 
and deflation 

One of the ways to define the two can be given in words that we have 
lieen using mthe last two or three lectures You have savings and you 
bale investments, nnd you have prospective savings and investments, 
you may expect people in the next month or in the next year to save a 
certain amount of their income and at the same time you may expect under 
certain conditions, investois and enterprises to invest a certain amount 
Koiv we may say that deflation is likely to occur f prospective savings 
are larger than prospective investment. If prospective savings are not 
enough to cover prospective investment you have first inflationary pres- 
aure and you may very well end up in inflation Now you see the impor¬ 
tance of this definition In an underdeveloped country where the amount 
of saving as we know is low, and wdiero you wish to develop the co ntrv eco¬ 
nomically, and to have largo investments, you are bound to have in¬ 
flationary pressure, and a government ought to have a surplus, because 
if a government makes heavy a taxation and does not use all it gets m, that 
s a forced savmg. 

Under voluntary saving, people keep money in a savings bank, but by 
taxation the money remains in your treasury The community as a whole, 
mvca In the same way, in times of deflation, governments are advised 
1(1 have a deficit Thai means a balanced budget in all circumstances as a 
whole Unfortunately in many countries under political pressure or out 
of sheer necessity many governments have a small deficit in time of mfla- 
tion and a large deficit in time ol deflation. 

If a government has a deficit all t^e time, it will have to draw 
from the national resources and this may be financed by the state banks or 
private banks or the issue ol more money, whereby everybody in the country 
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■Will get a largei amount of bank notes but the bank notea will notli 
what it was. By this creation of money, you cannot create an 
the amount of goods and services, of capital goods or consumer ?? 
Ill the country That amount of goods and services can be increased: 
through the development of investments If you just draw upon th 
dits of the state banks and from puvnte banks for consumptive nurS 
then sou are like an underfed man, who lives hut m reality consumT?' 
own body If that hajipens m national life a national disaster is il"“ 
nent and'often in the history of countries, voiy drastic measures haveTli 
to be taken to atop the evoi increasing threat of inflation A sound bud i 
IS the first duty of a government in economic development to eive 
people in the country confidence to increase savings and investment In™ 
monioiisly 


(d) Taxation policy 

A government may by its taxation policy, by a wise or an nnn™ 
taxation policy, greatly induce or reduce the confidence of the people to 
make savings and the possibilities of investment Some taxes, duties or 
excises increase the cost of production Other taxes decrease private 
consumption We all agree that a certain amount, a certain percent 
age, of the national income has to bo used by the Roverntnenthecauaetlie 
government itself creates the social older which is indispensable for the 
maintenance and the development of economic life 

Now the taxation itself, the choice of souiccs of taxation, has aideclui 
function May bo a very heavy tax on a ccitam consumers good thatarti 
cle will not be produced any moio There aro instances that by a very 
high tax on tobacco or on alcohol, consumption and production went down 
so considerably that oven the total amount of excise decreased inspite oftlii 
very heavy rate Flimilarly, by differential import duties a governmenl 
can influence greatly the desire of investment in certain branches 

A similar thing you have with export duties, which are much in fivout 
in underdeveloped countries at present, and which seem to fit well uodei 
circumstances, first of all of not too large differences in the cost of produc 
tion between producers and secondly of course m times of relative kgt 
prices of a certain foodstuff or raw material The fact that the govern 
meat is imposing a certain export tax on rubber or on tin or on jute or on 
cotton, again creates a selective action m the way people are going to iii 
vest capital and labour. If you tax cotton too high, people will find it more 
profitable to grow wheat or sugarcane or any other article that is not taxed 
in that same way. 

So taxation policy may very well, if there is not a good co ordination 
between the economic department or agricultural department and ths 
financial department frustrate the aims of the economic department. Ua 
fortunately, but as a necessity the government just cannot promote all 
economic activity by no taxation at all That, of course, is irapossibh 
The government will have to find the money somewhere for its own ex 
penses and, therefore, taxation pohey has primarily, a selective functioii 
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. policy. Even if the total amount to be got by taxation 

II been fixed at the nght level through a budget pohcy, it still would be 
nflssible by nnwiae taxation policy to put the burden m the wrong place 
[4 thereby frustrate development. To develop a wise taxation policy 
for underdeveloped countries, again is not an easy thing, because the num- 
! f Boun'es where to find the money is so limited 


(e) Financial inducements 

There is a third important function, a function of increasing import- 
ince for governments with regard to the financial aspect of economic de¬ 
velopment, the use of mducoments to development They are, so to sav, 
{lie counterpart of taxation Instead ot not levying a tax on a certain 
branch of industry, or a certain type of income, an economio activity, it 
is possible for a government to give positive inducements They might 
baw the name of a certain tax exemption The government may say that 
jneff enterprise for the first few years does not pay an income tax. That 
ijj,positive inducement for investment m a cortam branch or in all branches 
of industry 

The counterpart of export duties are subsidies a government may give 
in exporty subsidy, or a production subsidy, and the government, again 
wn do that on a selective basis It cannot of course subsidise all econo¬ 
mic enterprise or all branches of agriculture or all types of industry be- 
ffluse the money has to come from the tiea.sury and has to be brought to- 
jether by taxes, so again these measures have a selective influence 

The rule is in most countries that m the inducement policy an eco- 
joniio department or an agricultural department has much more say than 
in taxation pohcy as such In many cases the decision to give tlie induce¬ 
ment 18 30 to say a oompiromise between the economic department or 
agricultural department and the treasury or financial department. The 
treasury often finds it much more easy and can contain the cost of the measure 
if it acts on Special proposals from the economic or agricultural ministry, 
which have to bring up the case and explain in detail the reasons why the 
government should give a tax exemption or a subsidy or a financial induce- 
meut to a co.tam branch If there was a 100% co-oporation between the 
two departments and if the administrative regulations to carry out the 
legislation were adequate, it might be possible to find it solely in the field 
of taxation pohcy 

When you are in an economic department and you are plaiimng for 
certain developments, it may bo necessary to approach the financial autho¬ 
rity and ask for inducements, and you must have your arguments ready. 

It has been an eoonomic slogan a long time that such byp® of inducement 
must be wrong because a typo of mduatry that grows under that induce¬ 
ment 18 hke a plant in a hot house and at certain times the government 
will be compelled to move the hot house and the plant wdl freeze, and will 
die, and it is much bettor to just start from the begnmmg m the open air 
iind then it will be sturdy. There is of course the danger by giving oo 
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muck mducomoub, you make jjt-ople la/y but as a gonorality this sin 
ti ue It may bo, osp('cially lu tho conditions in which we live und 
monopolistic or qiiasi-mnnoiiolistic marketing systems, necessary 
enmo initial difficulties and to mduco people to start a new mduat 

It IS posuhki to give financial mducomont.s, m one land or an fl 
economic development and that has also been locognisod in the Ge* 
lecmont on TaulT-, and 'Ikade (Articles 111, 14, 2G '-28 of the HavaT 
ter) Pnvileges foi mducoments, -subsidies, or other financial i'iidu™ri 
have been given especially to raw iniiteu.ilH and to eortain mdnst™”* 
undordovolopod coiinfiics Kspci-ially, if necessary or useful for 
volopmeiit (and reconsti iiction beuinso leconstiuction after the war? ™ 
on tho same footing as economic dovelopmont) of certain industnJ ff 
Geneial Agreement for Taiifls and Tuido provides for such special md cs 
ment ® 


So it iB a more oi less inteiiuUionally iccognised practice Welllneed 
not stress the fact tliat ovcidoiiig is bad, but it is a method that can h 
used in a niimbei at cases 


(/) Re(ji(,kUiom 

Kainbei four m oui list ol Goveinmerit help to savings anclmvestmeiil 
aio a numbci ol legiilations and lawn tm economic development Dr Singer 
has told you a lot about' that .ind Mi Glaw.son is telling you more about 
tho way of how a govcuimeiit by iuIch anil rcgnlatums, legislation and ad 
luinisltatiou can (any oul cionoinic di'vclofimoiiL, but I am talking now 
about finaiK'iai regulations 

You may have Ihctii m (liflcicnl ways and one oi the commonwaysii 
a legulation about tiiuitj 'Phut is inoic oi loss a lu'gative way, by saying 
that you do not allow anybody to take an indecent lugh percentage o[ 
intoreht fiom the people It is a icgulatioii that has been necessary andlia! 
woiked to some extent, to avoid Unit pcojik come in the power of money 
lenders 

Such type of financial legnlatiun may also educate people to abeltei 
financial husbandry If it would only woik negative by denymg or submit 
certain transactions to appioval, you cannot expect a lastmg effectou 
economic development Itbowcvci, at the same time, it works as a meiffl 
of education, to use the money in the right way, it may have a very good 
effect And thcie again we see that such regulations sometimes fall undn 
the social department as controlling usury, sometimes come under tie 
financial department, sonietiincs come undci the economic department 

Limitation on certain types ol credit, oven direct regulations on the 
expansion of certain types ol uidustiy come under this heading 


(g) lilted puiticijKitwn 

Now I come to point five in our government policy and that isgovetii 
ment participation m economic development Tlie government can UH 
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national income that is entrusted to the government, in the field 
mt when the government itself participates m economic develop- 
^ Often there is a political question m a country in which field they 


Jjl expand^a government mvestment or not 


a government wants to go mto a programme of participating m 
1568 to further economic development it cian do that essentially by 
it can do it directly by foiced savings tliat means low consumption 


,jt«rpnse8 to 


the country and high taxation or it may be indirectly, although in the 
Lenin the result IS the same, by borrowing, and i 


f run the 

(ioromic development 


using that money m 


Government participation in a sort of enterprise we can again in principle 
ijiride into two categories. It can take part of the capital investment m 
loertiin enterpnse or the whole of it If a government goes into it 100% 
(8 call that state enterprise Now there are different reasons why there 
0 state enterprises m nearly all countries Some of those reasons have 
jjecurity or pohtical background. Now I do not talk about those They 
jfj not baaed on economic reasons, although I agree that security is one 
jf the highest assests of the country 

But if I would give on economic grounds certain major rules about state 
tnterpnse, I would say that it is useful in the followmg cases — 

1 If our pubhc enterprise is of a more or less monopoly character. 

Under those oiroumatanccs, the largest profit can be made 
rather far below a point of still reasonable profit and a very 
much larger beneht to the society as a whole It may even, 
be that such an ent.erprise has two maxima of profit, one on a 
high capacity and the other of a low capacity, and the danger 
always is that private enterprise may choose the low capacity 
and ensure a large profit and the public enterprise is more in- 
clmed to choose the higher equilibrium 

2 The pioneer enterprise It may be that private investors just 

fail to take the initiative and that the inducement which a 
government might give can brmg them into action and the 
pioneer enterprise by government might very well set the 
example 

3. That a government really can produce better management from 
a business point of view, a better management than a private 
investor This third possibility is oftenly denied at least m my 
country in Holland it often was said to be impossible As far 
as my personal experience goes in under- developed countries I 
can imagine that a state enterpnse is more efScient than a 
private enterprise I believe it is a rare case, but it can 
happen, and, therefore, these three criteria I would set as 
economic criteria of state enterprise. 

Now the government also can participate partly m private enterprise. 
Tins IB a way to get the advantages of state enterprise and private enterprise 
at the same time, and IB specially designed for the third group of cases, l^e 
desire to combine pubhc service, pioneer character and the best possible 
management, is the reason why, in a number of countries, so called devetap- 
men! corporations or public authorities are set up There you try to combine 
private methods of management under some government control, may be 
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•government auditing, and at the samo time financing from publ 
So development corporations and similar institutions which, h 
made in quite a number of countries in recent years are so to sav t ' 
between state and private enterprise From the point of view of fT 
they are state enteipuses, because in most cases, they are wholelv 
financed by the government So there you see that govenment ^ 
paihament have tried to find w'ays to combine a policy of ggy.* 
investment for tlic public weltaio and at the same time the method of 
management, which may bo better for the efficiency of the whole business* 

Another way of participation of govoniraont is to mbaenbe a cerk' 
percentage of the capital of a new entoi puse That la a device that m hi t" 
m quite a number of cases lias occiiried, especially where the pioneer ohara'l''' 
of the enterprise, conics into effect If you go hack m history, qmte* 
number of at the moment eonijiletcly private enterprises, shipping k * 
railways, banking institutions, quite a number of industries in Europe 
been started by a participation to some extent by the government andtli * 
have grown out of that cradle that tho government has laid them m J 
know in most Euiopean ooimtnes ospcnially on the Euiopean coiitinenl 
quite a numbei of instances wlieie it has been a very good tradition toslart 
pioneer enteijiriHO with a gioat risk, risks too gieat for piivate peopleitho 
just did not dare to start it 

Dr Ezekiel the same applies to the United Stales and Canada, 

Well that adds to tlio argument that this kind of participation is goMi 
m quite a uuinbor ot oases 


Domestic and foiikign investment in financial planninq 

Let us now consider tho influeneo of foreign capital on the economic 
and financial structure ot a country over a poiiod of years East of all 
I should say that if somebody has brought through an investment from 
abioad or a loan made by a government now capital which enables tie 
country to build a new factoiy, then in it dircot economic function it makes 
little or no diftorouco, wliellici you bought it fiom your own reserve or 
whether it is an investment fiom abroad There i.s on a dam or a railroail 
■or a tractor no tag, whether cash has been paid tlnoctly or not It becomes 
part of your whole economic fi amowoik and as such it is just another addition 
to your capital asset, so you cannot unduly divide your economy in domestic 
and foreign parts But when it comes to payment there is a diffeiente 
and therefore, in the financial field wo have to distinguish more than in the 
economical field 


(a) Slriiclure of balance of payments 

I like to give you a summai y of tho more important items of the balance 
of payments, only the most important ones which we will need m our furtber 
analysis and I don’t protend to bo anyhow complete m giving you all thew 
items that come under the balance of payments A manual to net up i 
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i , 1^(58 of payments on certain general lines for all the countries in the world 
isd been published by the International Monetary Fund * 

Simplified balance of payments 


Income 

Exjienditure 

UctchandibO 

Exporta 

Imports 

Trniwportatioii 

Received 

Paid. 

Bjntmg and other services 

Rocoivetl 1 

Paid 

Jnioitment income (interest, divi¬ 
dends, profits) 

Received 

Paid 

Depreciation 

Received 

Paid 

Cspitol movement 

Inveatmont from nbrond 

Investment abroad. 

Amotlirations 

Received 

Paid 

Bilance 

Minus 

\ 

Plus 


The balance is to be made up by gold movements, or short term credits, 
obtained or given 

If you cannot make up the requirements of foreign currency from im¬ 
ported capital and loans raised, then that can cause you heavy losses on 
your future balance of payments If in the meantime the capital that has 
been brought in, wont raise from the very beginmng from its own resources, 
enough to carry this demand, that itself is going to make temporarily a burden 
on your balance of payment It may be possible to finance your develop¬ 
ment through this period, with assets on your current account and that, 
in itself it IS not a thing to be afraid of If only you see that the relative 
figures in the balance items are sound and good, in the long run, there will 
come a period when accumulated capital, will give accumulated amounts 
on your balance of payments, for interest, dividends, depreciation and 
amortization 


( 6 ) Balance of payments and loan services 

Let us assume that the government raises a loan, outside the country. 
It gets a loan from another government or from an international institution. 
That loan has to bo repaid and interest on that loan has to be paid Now 
in order to see what the efifccta are through a longer period of a number of 
investments in your country, we have to put them altogether m one balance 

‘(Balance of Payments Manual I. M P Washington, January 1»50 ) 
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sheet -with the other financial transactions, which the country k 
foreign countries I would warn you that in this respect it is imT,* ?!' 
and it would be unwise to try to sot up a separate balance sheet for v 
project on its financial implications outside your' country It may K ^ 
there are projects that aie really first class, but that themselves do ™ 
bring in foreign exchange directly for repayment But if you take tr* 
in the aggregate, if you take your whole country combined, you mugt i,g ™ 
that you can pay for the requirements of the scliemo, that at a certain peta 
after you have made the investnient, you can make the repayments If 
you just look at costa and benelit figuiea say m rupees, when they aie in 
vested in a rupee country, then it might well be that after a cou pie of veati 
you find it quite difficult to pay it back not m rupees but in dollars, ifth 
loan was coming from a dolhu country When yon take a loan in stetlinj 
you have to pay back in Htorling. Ho you have to analyse the position 
of the country as far as m practically possible over a period of years, as yoa 
have statistics You study how are the financial relations between ray 
country as a whole and the outsido world 


That IS what we call analysing the balance of payments of the country 
And we will have to sec what changes in the balance of payment are made 
by our project or our progiamme If possible wo do that for the programras 
as a whole But to some lesjiect wo also will be wise, as a step m ot 
considerations, to look into the piojcct and wliat it brings and takes in tlie 
form of foreign exchange 


(c) Differentiation in foreign exchange 


In this study on the balance of payment and its implications and 
especially after the war with tho different currency regulations of govern 
ments, of convertibility and of non-convertibility, you might have to set 
up a special balance sheet for dollars and for sterling and for may be other 
important currencies for your country It can be a very important con 
aideration for your new piogrammc for the country, if you can assume that 
your dollar income is going to increase very considerably m the next 10 
or 20 years, to the possibility of buying American equipment and making 
adollarloan Sowhat we are now doing in just having balance of paymenti 
without division in different types of foreign currency is a simplification, 
may be we can see later on in a certain case what the difference will be, in 
making a dollar loan or making a non-dollar loan I think that it would 
he quite possible to analyse a plan and arrive at the conclusion that bacause 
there are certain parts that suicly will bring moi e dollars, the plan as awbole 
may be financed in dollars Or you may bring a irect relation between 
that certain element in your total plan with the possibility of making it 
partly a dollar loan, and a non-dollar loan for another part 

So the analysis of the results of the different parts of the progranrae 
is very useful But I don’t believe that that would mean because, a certain 
factory will give more dollars that you will be wise to buy the machineij 
for that factory in dollars May be you buy the machinery for that 
in sterlmg and use the dollar for electric equipment or telephones wnicb 
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(. give any foreign exchange but are indispensable and that cannot be 
i! Tht elsewhere You would then say the dollar income, from investments 
Si can buy m sterling will make it possible for me at the same time 
Jl eqmp my telephone system which has to cost me-dollars but will not 
m ine dolla'i's 

That IS where the project analysis and the plan analysis may come to 
cJash aud the financial loaders and the engineers together who will have 
(0 ipend your dollars wisely 

{<!) Imports for development 

Capital meome as it cornea undoi this heading m the balance of pay- 
BiBiitB for the major part does not come just m the form of money, a large 
part of it will come in the form of imports You have been buying capital 
equipment m foreign countries against loans made by one institution or 
lie other, or private investors who are going to invest m your country, don’t 
aak payment now for the equipment, and you see it as an import on your 
lalance of trade You buy capital equipment m the USA with a loan 
fram the World Bank, the World Bank pays the hill in the U S A and you 
see the equipment coming, but you don’t see the dollars coming and the 
dollsra going out again for payments 

Analysing your imports as to which pait of the imports are capital goods 
lud which part of those capital goods has been paid out of your own current 
income of exports and which part of your imports has been used for con- 
lumption goods, which part of your imports has been financed by capital 
imports 13 a very interesting, useful and necessary detail of the whole field 
And financial institutions, o g , the State Bank, has to go to into rather deep 
IQ this matter in planning and to see m how far and for what reason, some 
of your imports of capital goods have been financed by foreign investment 

If somebody is importing macliinery in j'oui country, then apart from 
interest that may have to bo paid for the loan that has been taken for that 
mschinery, in the long run that machinery lias to be written off If the 
machinery has come into your country without cash payment, after some 
limoanew machine will have to be bought again in foreign currency, so the 
depreciation on that machinery has to be reserved in foreign currency And 
it it is a private form of investment, then that private firm will want to have 
the cost of its machine back in its own currency The real burden on your 
balance of payments will come at the time when this firm wants this de¬ 
preciation transferred— 

Queshon —Could not the funds for depreciation remain m the country 
to buy new equipment m future* 

Answer —That might be right, if you have a foreign firm that wants 
to mvest m its enterprise in the country, for a century, but when a foreign 
irm makes the investment it takes depreciation charges as one of the ex¬ 
penses of its investment during the economic life, technical life or financud 
life, and it surely would not say that these machmes have to be written off 
end new machines will be coming in without reassurance of transfer and from 
eprirate pomt of view I believe that it is reasonable to do it 
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If Buch mveatments are made, you find in your trade an inoteasi, 
capital goods and as I said to analyse your imports as to which procott ° 
IB used for long term capital goods may be very revealing, it may show ^ 
m how far you are importing long term capital goods agamst the long 
credit you get from other countries In the long run, the different ohatj 
against that capital import have to come from mcreaaed exopotts' 
mcome from services and other sources are in an underdeveloped oovmtn 
or in a country m a state of development in general much less unpoitaol 
than the income from exports And the question is whether over a petioA 
of years, your development programme provides for enough increase e! 
exports to make those payments possible 


(c) Increasing exports, or decreasing imports 


In old times this question hardly arose, because people say in Europe, 
started with investments in less developed countries largely for the purpose 
of increasing trade and increasing the production of raw materials. So the 
increase of exports fiom the underdeveloped countries was an integral part 
of their calculations and the condition that this investment would induce 
increased exports, was rather easily fulfilled They just did not go into 
plans and projects which would not promise increased exports, and evens 
the ease of a railroad, which not earns diiect foicign exchange, the reason 
mg was that the railroad was indispensable to bring say wheat from He 
interior of Argmtino to the port, so that without that railroad, other mvest 
ments would not succeed So even tlioro they saw a very direct relation 
between investments and foreign exchange. 

Now with the planning and the mitiativo changing from the financial 
and commercial centres of the world to the gov ernments of underdeveloped 
countries this analysmg of the situation becomes much more important, 
because governments of underdeveloped countries are not pnmardy 
interested m mcreasmg exports, but in mereasmg the standards of living 
and the whole national mcome. But this docs not distract from the fact 
that in the long run foreign exchange inccme has to be earned agamst the 
capital mvestments So wo have to analyse this factor much more cate 
fully now, because it is not one of our basic considerations but still one of the 
basic requirements for success of our programme. 

Increasing exports is one way to achieve this, decreasmg imports is a 
another way. It may be profitable from a pomt of view of balance of pay 
ments to have a capital investment, which reduces m the long run, the import 
of consumer goods and thereby makes it possible to have future foreign oni 
renoy available for the repayment of your loan If you have in your ooun 
try the raw cotton and you make a cotton mill, and it becomes unnecessary 
to import so much textiles, then you have to put up an account and say, if 
I do spinnmg and weaving, then I have less exports of raw cotton in future, 
but less imports of cotton textiles and those cotton textiles are more 
expensive , there is a difference which I can use for the repayment of the 
machinery that I have to import 
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(y) Secondary xmports for development 

Now in onr considerations wo havo to come to another pomt. In. your 
llment programme you foresee in gome future, real higher income for 
tLle more wages to be paid out, more income for the farmer In 
' L’thatnew income, they will do that partly by using internal domes- 
’ partly by oonauming imported goods. Now if you have made 
** jroh into the budget of the poeple that are profiting by your scheme. 
" Biy have some idea about the secondary effects of your investment 
J(l 0 consumption m your country 


Some of those studies have been made and I will give you a specific 
rtlMce of that. In Italy at the present le under negotiation a scheme for 
id reform and at the same time mdustrialization A scheme whereby the 
p,ra of the largo estates, receive an mdemnity for the fact that the land 
J) to divided among farmers They are mduced to mvest that mdemnity 
jiome big industrial bank and it is at the same time hoped that some of the 
jiess population on the land will go into the new factories that are going 
lie built Now there has been a very extensive study about the consuming 
(lit! of different parts of the population in Italy, m S Italy and m N Italy 
Indifferent, among people on the land and m the town, it is different among 
i jiple of a low and a higher income But by very careful budget research, 
llu teen possible to define rather in detail what will be the effects of the 
^ler national moome from this plan on the consumption of imported 
jodJ. 

And if your development programme is a big programme, then you 
Bidy will find that you will get much more demand for imported goods 
tu before you started your scheme In fact what you aim at is a higher 
(udird of iivmg of the population and that means more consumption, 
xliiding more consumption from imported goods and if you do not foresee 
til, you may very well run into great difficulties a few years after you start. 

It the moment where your development programme is brmging thefiruits, 
ikraiging the higher mcome, you will see that there are more applications 
it import licences or if you do not have a system of import licences, there 
J be just a larger demand and more imports of consumer goods And if 
ira make your calculations as to the income from your project against 
jlerest, spare parts and other raw materials that have to be added to your 
; ftime every year, you may be defeated because the demand from the 
Miner side increasea so much that you cannot at that time Supply all 
k needs. 

If the country is rather small and has rather limited industrial resources, 
tliiii of course these factors come m very greatly, I know from personal 
ff|Kiiettoe that the heavy investment prog'amme and development pro- 
(Nmine in Surmam in the north part of South America has given g eat di- 
faliies to provide all the consumer goods that were the sequence oi the 
liwlopmont programme And therefor© you will be saving trouble if you 
wllmake some estimate of what the additional imports of consumar gooda 
nil bo. 
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In the caHO of Italy of which I have been speaking m the 
by the International Bank tor the foreign exchange part of thia'b™?™*'® 
rnent scheme the vastness oi the scheme and the big'influence 
have, because it shifts a gioat niimbei of iiooplo from the land whert?”1 
centage of consiimjition goods in much lower, than the percentage c 
by people of the same standard of living in towns, played a large rT”™' 
consequence, tho Intoi national Bank is willing to finance not onlvth' i ' 
capital equipment, like farm machmeiy or machinery foi the new ind i 
that are going to ho sot iqi, hut also for tho next 10 years, the for 
change that will be involved in coiisumei goods that arc a oonwlim ? 
this whole dovolopmeiit schi me ^ 

Now I behove in yoiii couutiies, h w or no studies have been made 
the proportion of the use ol imported goods, by different groups ofth 
pulation In Indonesia, but that was long ago, m 1936-37, a detailed ,1 
tiatical study has been made A groat dilforenco in the use of the mcomei 
the people on tho land and in tho towns, foi domestic and importeda 
was iound Imported pioducts langed from about 2 % on the land to al 
20% m the towns So the slult of population trom the land tothetomi 
which may bo one of tho losults ol your development scheme may mit4 
create a higher demand lor imported goods It therefore is advisable is 
make some allowance lor this item 


Higher development ol your poynilation and of national mcoTOrl 
induce people jiartly to biiv ilireetly nioio foieign uonsiimor gooii8,indit' 
will at tho same time itUTcase the demand foi tho nulustrial productsandtk 
agricultural products tiom yom own < oimti les So here again you bra 
to make an allowance tliat rnodilu's youi enlciilations about theearrunjof 
foreign currency 11 you get a higluu indiistiial development andmureot 
your food is consumed you can expect a liighci production without cipilil 
investment from abioad There you easily got an equilibrium, but wiH 
industry that is far loss jirobable If the textile industry in Indonesuii 
induced to grow by agrieultiiial expansion jilans, those textiles will at kit 
be produced by additional laboui and in that respect there will In 
a very happy devolojmient But it means that that more raw coHob 
will have to be im])ortO(i lor the futuio conflumer needs 


Now by lack of data on that you surely cannot go into detail calculi 
tions of the net results m one soriso or another But as planners m you 
government you oiitght to bo aware of tho fact that inevitably a smAt 
or a larger part of secondary iinpoi ts, directly or indirectly by inducement 
of your domestic industries to glow by the largci demand that is to be 01 
poctod, has to come about Not as a warning that your developmentaobem 
will not bo a sound schemo bi^ciiusc this iH wliat you may expectmanj 
rapid development But lu ordei to know bctoie hand that this is going to 
happen and if you arc getting iiioiioy li om abroad, it you make a loanappb 
cation to an international institution like tho Woild Bank or other finaucial 
institutions, it is a good thing you show in your amortization plan thutyoui 
total development progranirno has made an allowance for this additional 
demand for foreign goods II you do not do it, then people who aregoinj 
to investigate your programme will surely tell you that you have been ova 
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Mstic. Although you can’t give a dofimto figure, but only a very rough, 
wate it will show that you have soon this inevitable imphcation of your 
Jwbpment programme 


[g) Secondary exports from development 

There is of course another aide to the same xiroblom. If you create 
new industries, it may be that those in turn will induce other investments 
judsivmgs and some of them may roault in goods that can be exported 
Hat may take time but the dovolopmont may make it possible I will 
tfireyou again an instance with which I am a bit familiar. In Indonesia set- 
(leaent aohemes for transmigration of jiooplo from Java into Sumatra, were 
tarried out The echemo itself provided for equipment, for cement and 
(teel and machinery and may bo a road had to be laid out and you may well 
tabulate the foreign exchange that will be necessary for that area and you 
my aim at moreasing rice fields and that rice may come into youroalcula- 
(loas as a factor against your total expenses In an importing country 
lib Indonesia, you may put it as saving of foreign exchange 

But the fact that you are settling large groups of farmers, may bring 
new opportunities for expansion Witlun 5 or 10 years they may find out 
MW crops on which you have not counted They may open up new coffee 
or pepper gardens and export those products and if your deve lopment scheme 
iiwund, you will always have loft some openings for the own imtiative and 
inrentiveness of the peojilo that you are settling there And there may be 
4 very happy surprise to see that the people have found out something, 
foil cannot put that into your calculations, but such secondary exports may 
kvery well developed, it you mak" tho spring board for it 


Timing m financial planning 

The next point of great interest is the spread over time, the expenses 
and the income in foreign exchange do surely come with a lapse of time and 
you have to show the successive stages Not only the capital investment 
in your plans which you may have got as a loan, but also the additional 
expenses for which your loan may or may not make an allowance 

If you buy agricultural machinery, you have to include an allowance 
for buying the gasoline and the oil And it may be that in future over a 
period of time your imports go down and your income goes up I must 
sdimt that BO far in very few or almost none of the loan applications for the 
World Bank, a Concrete estimate over a longer period of years has been 
1 mde If you would bo able to show how in time your expenses and your 
iccome will change, then you are again one step ahead in the presentation 
of your plaimmg and the impact of your development programme. 

In every development programme there is a period where you have to 
put in expenses and you stiU do not have the results The International 
Bsnk when giving loans is aware of this fact and one of th® allowances that 
s made by the Bank is that if a loan is made, for the first 3, ^ or 5 years ^ 
‘Kortization on that loan is asked for. The only payment that w asKett 
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for 18 interest, liut no amortization So this shift of the burden into lit 
years is a practical allowance for the fact, that you cannot expect your 
■come directly after you have received the loan ^ 

In the costs and benefits programme, as Dr Lund has put it out for vn 
in the Thai Projoci., he has taken a 10 year period and has calcuhtoi wkt 
will be the not result after 10 yours with specifying what happens m botwoon 
Foreign exchange balan'^ es you must ho more cai oful You cannot so eisilv 
as in the case of your domestic finances nogloct the possibility that before 
those ten years are over, you will run into acute difficulty. Foreign oxohange 
regulations and scarcity of certain curroncio.s aro so common all oyer the 
world, all the govornmonts and aU the State Banks in the worll are so care 
fully looking at the figures about rosorvos in foreign exchange, that you 
cannot say well if only after 10 y ars I find that on the whole my prog.amme 
has been a profitable programme T therefore am safe to gi ahead with it 
And l.lierefore if the programme would be complete, wo woulJ like to setup 
a balance sheet of mcome and expenditure in domestic currency and m 
foreign exchange over a period of say 10 years It is very valuable if you 

oan put thisiu a table, a ima wh-roin your project, v\z — 


Doznestio 

Expenditure 


Year | 


Currency 

1 

2 

3 

10 

Category 

Buymg of land 

Local 

100 

60 

eto. 

t Q 


Domeatio 

materials 

** 

20 

60 

M 

>» 


Wages 

1) 

40 

80 

M 

U 


Other expenses 

• 1 

10 

16 

»» 

ti 


Sub-Total 1 

Local 

170 

106 




Maolunory(dpea/j/) 

bought. 

wm 


30 

120 

etc. 


t* 99 


20 


60 

• 1 


(lubricants 




20 

• P 


Fu-1, eto. 

■■ 


10 


»» 


Bub-Total 

i 


40 

120 



£ 

20 


70 



Total oost during 
first period 

Local 

170 

106 



■ 

$ 


40 

120 




£ 

20 


70 



Total costs ex¬ 
pressed in local 
Currency, 


•• 


• 

• * 

* * 


^•19 
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to the eaine way you can compute a table of expectations, sometunes. 
jjj foreign exchange and domestic income, but there of course incomo 
,n a later stage, may be in the sixth year 

to most cases the breakdown of different sources of income is lesa 
pljcated than in expenditure and a statement of prospective income 
^be less elaborate 


PKOJEOT AKB I’EAN PlNAUOINQ 


You naed not to have in all of your projects, a favourable foreign ex- 
(tange balance I want to see that empliaticnlly; I said it yesterday, but I 
want to repeat that It may wel 1 bo that one or more of your projects, if you 
jaalyae it in this way, does give you a deficit all the way along You will 
liawe to justify the inclusion of such a project by the importance which 
it has to sustain other parts of your plan or to sustain an increase in national 
income and the standard of living of certain groups of the population. 
Prouded in the overall picture you can pay for that, it would be unwise 
lo abandon a good project that m foreign exchange would not be profit¬ 
able There is nothing like a profit ratio, such as you might calculate m 
jour coats and benefits ratio There is nothing in this world which will 
jjy that if you invest 100 of foreign exchange over a period of years, you 
ought to get back 120 or 140 in foreign exchange If you have covered 
tie demands for foreign exchange and if you can manage to do that in the 
long run and in the sequence of your plan, then you have done all you need 
|o justify your programme as a whole from the point of view of balance 
of payments. 


Talking about the balance of payment influence of one single project 
1 ! beyond the reality. It is necessary to review the finanemg of a whole 
plan, taken for the country as a whole and the alternatives, how it would 
bo without and with your development plan as a whole. You have to see 
them integrated The basic reason for this is, that there is no tag on the 
money that you pay and the exchange that yon got from foreign countries 
It IS in the form of undefined money and capital transfer and all your ex¬ 
penses add up, irrespective of source of income and expense It is just 
a money figure and in yonr balance of payments it will count as one figure 
And therefore an analysis of the situation has to be made for your country 
as s whole. 


The lending agencies also are well aware, that if they finance the three 
projects with highest priority, which you in any case would put into opera¬ 
tion, they in fact maho it possible for you to finance projects 4, 5 and 6, 
which are lower on the list of priorities This is one of the re^ons 
why the International Bank m general finances future purchases and no 
reiinbursemen{ on projects in operation, even if the project itself is ex¬ 
cellent in all aspects Project finanemg in fact mostly is plan financing. 
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Financial project planning 

Case . Import of agricultural ‘machinery for different purposes 

I want to discuss with you the case, of the use of agricultural macli 
nery What that will in different auppoaitions the influence on the b 
lance of trade and balance of payments If I import agricultural machmetv 
then I have first of all an import of capital and if I have an amortuai/' 
scheme for whether my loan of 10 years say on an annuity* basis theii°I 
import for 100 rupees or a 100 lacs, I have to put for the next ten years as as 
expenditure on my balance of payments 12% each year But theimiiort 
of this machinery has a secondary effect on my imports, it does not rton 
there and I have to see that also You have I believe in the coats and 
balances scheme given by Dr Lund 10% import of spare parts every year 
which have to be imported A second aspect is oil and lubricant which 
may have to be imported I have found an indication that it may be 10 
to 20% of your capital purchases 

Well it means that over a peiiod of 10 years, certain expenses come 
into your balance slieet as the consequences of that loan for htm 
machinery If you include interest it may be 35 or 40% of the principal 

In the foreign exchange income, tliat may bo doi ived from this mvestment 
of new agrioultural machinery, there is a very great difference as to the 
purpose for which you are going to use it And I would like to show you the 
great difference under two assumptions One would be if you use this tot 
reclamation of land that is not now used and that only can come into rapid 
cultivation if you import this machinery And the other assumption laii 
you have land already in use and now cultivated with bullocks and yoa 
replace them with tractors. 

Let me take the first case first You plan on the lines given by Dr, Lund 
and Dr, Ezekiel and you have found that it would be impossible to reclaim 
that land in the rate of development which you like to have without the 
use of that heavy machinery So the fiist thing to do is to see ‘What caul 
achieve with the speeding up of my reclamation’ I could do it in a 
short period with tractors and I could do it m a longer period with bullocks, 
Now in the case of the Thai project, speeding up with tractors meaua that 
you Will get more profit from your investment in canals and in roads 
Then your tractor programme acts as an additional key programme, com 
phmentary to the other capital investments, will get an extra value be 
cause you avoid losses on capital investment that you have already to 
pay. If you reclaim certain areas in the jungle or buahland where no big 
investments already have been done, but you just have to clear the soil 
and make it useful for agriculture, you have to see, how many years you 

♦The annuity means that you haven fixed amount every year ovailablofor 
amortization and interest Wo make it more oonorato by saying that 40% will bfl 
interest and 10% will be amortization But the average interest on a 4% intorfiflt 
haais thot goes down to a very low figure in the lost year will be 11% and the snBUity 
will be 12. 
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f tou do it in- ttis meohanized way Let: me assume that you can 
110 with 4 years- In that case you may count as income from this 
*^i tion programme the difference between the two methods And 
exchange review we then may calculate which part of that 
fo’’ exported or if it is a food importing country, how much im- 

i"™®? become unnecessary because that food became available earlier. 

V well be that 60% of youi additional income means extra exports 
VMS of imports and even if you have to continue to use the tractors 
f **^(iother year or so because you cannot change all at once from tractor 
htmtvon into bullock ploughing, there is every chance that the net 
Jesuit from a bahnce of payments view is very favourable. This is shown 
in table IV. 


TABLE IV 


rnREiGN exchange costs AND BENEFITS OF MECHANICAL LAND 
reclamation. INFLUENCE OF SPEEDING UP BY 
MECHANIZATION 


Year 

Interest 
and Amort¬ 
ization. 

Service 

Total 

expenses 

in 

^ foreign 

1 exchange 

More 

Export 

or 

less 

Import 

Net 

cost (—) 
or 

saving 

(+) 

1 

1 

10 

11 


—u 

2 

1 

* 4 

10 

14 


—14 

9 

1 

4 

6 

10 

24 

+ 14 

4 

4 

6 

10 

48 

+ 34 

B 

4 

6 1 

10 

42 

+ 22 

1 

6 

4 

1 

1 

10 

30 

+ 20 

7 

4 

1 

« i 

10 

18 

+ 8 

8 

4 

0 i 

10 

6 

—4 

0 

3 

6 

» 

6 

—3 

10 


6 

6 

6 


Tot&l 

32 

68 1 

1 

100 

180 

+ 80 
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STATEMENT OF CROP INCREASE 


Year 

1 

2 

3 

4 

5 

6 

1 

1 

7 

^ 8 

9 

10 




1 







-- 

If meolianical 
reolaiYiation 


* 

40 

80 

90 

00 

90 

90 

90 

90 

If bullock 


1 



20 

40 

00 

80 

80 

60 

power 

InoreaBe 



40 

80 

70 

60 

30 

10 

10 

10 

Sold to foreign 



24 

48 

62 

30 

18 

6 

0 


marketa or 
saved on 
imports 










6 


I used in this table imiginary figures, they would have to be adjust^ 
aceording to circumstances, whether if you go into a reclamation acheme 
of land with mechanical equipment I look a 10 year period as I assumed 
that after those 10 years, the land will bo fully in cultivation 

If you could put your equipment after 5 or 6 years into another area 
and use that for a new reclamation, that would be better from a balance 
of payments view than the use of this machinery during ten years, provided 
that you can manage to have after 0 years all the necessary bullocks avail 
able and the farmers ready to use them It is very largely a matter ol 
organization of how to use your equipment in the best way. If you could do 
that in two shifts, five year each so that if you can use your machinery for 
10 years, and you cun divide it over two distinct areas tlien your total gain 
m balance of payments would be very much greater As to a question, 
why the mcrease in production does go down to only 10 in the later yearn, 
I should answer, that I do not believe that in the long run there will be 
a large difference in the production in many of the conditions of your com 
tnes, with either mechanical or bullock cultivation So in the finanomg 
scheme you have to take that into account and use the real benefits of the 
mechanical recalmation, the fact that you are speeding up a development 
Well in this case, the balance of payrments analysis shows that you are very 
Well justified to do it. 

Let me now look at the case of displacmg human and anunal power for 
gasohne power and agricultural machinery, then our reasoning basically 
IS the same, but the result may be very much different Because here you 
must not only see whether the use of this agricultural machmery, as an 
isolated case, is profitable But also wo have to study what we save, if we 
do not take bullocks, but replace them by tractors Do you expect 10,20 
or 30% more income from that land ^ If the figures of Table IV would apply, 
and the foreign exchange costs of tractors are 10, then you must produce 
100 

10 X -g^ = 16, more to cover those expenses, eg, 21% of the yield with 
bullocks ^ What do you save if you do not have to feed those bullookal 
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a ITm most countries in this area, few parts of the farm are set aside 
for animals But if you grow fodder where other 

5 could be grown, you might increase exports or save imports. 

Jnacountry hke the USA. that is a very important factor. Smce 1918 

,j| about 30 years, by the introduction of tractors, they saved 16 
ion horses and about 6 million mules Now those 21 milhon ammals 
STthave been replaced by the tractors, would occupy for their fodder avery 
(fiiiBiderable area of land You may almost explain the whole export of 
w from the USA from tlio factoi that many million acres of land axe 
notnoff used for fodder for draft animals So if that would be the case, then 
ffluhave a very great saving If you do not have that, it may still be profit- 
(blBfrom a private point of view to buy such tractors and you may save 
libouras well by doing that But from a foreign exchange point of view, 
itnisy well be that you do not cover the expenses for amortization and interest 
iiid spare parts and gasoline that you have to import 

Aa a general rule we may say that there is a great difference between 
llie use of resources, that are uptiU now in your country not used such as the 
aitural resources of the land or the raw materials that are available or labour 
tlat most probably is m surplus as against substituting resources that are 
iisednow Substitution in itsclt may be a very desirable thing from a tech- 
jid point ef view or from a private economic point of view, and such sub- 
jtitution IS mostly mechanization, but that mechanization may well be such 
less profitable for the balance of piayments of the country than harnessing 
tew resources and new labour, now land and raw materials that uptill now 
lay wasted 


Pbioiutiks undick financial aspects 

The subjects, we dealt with m former lectures enable us to set up a number 
of qualifications for a project, if you have to finance that wholly or partially 
mth foreign capital Those qualifications not always run m the same 
direction, they may clash A certain project may be suitable for foreign 
tancingfrom one point ot view, but it may be very unsuitable from another 
pomt of new. Things are just this way, that some of the things you want 
iodo, clash with certam requirements of the means you have to use for that. 


(a) Selation between capital and additional exchange and national 

income. 

As a general rule we may apply what we found yesterday, that you will 
have to aim at a very good relation between the capital you invest especially 
tie foreign capital and the addition to national income that you can achieve 
by that new project You may specify this with the addition, that it is 
idvisable to have also a good ratio in scarce foreign exchange That will give 
ycu scope for other projects equally desirable, but without direct moome 
In foreign exchange 
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(6) Short gestation period 

In this respect Dr Singer hof) told you that if you are m an e 1 
of development, try to find projecta whicli would give you 
lb may be smaller piojects, but they may be tho best ones for your 
Now this geneial rule has a spec die application in foreign finance “TJl 
very good thing d it docs nob take a long time to got that added n i “ 
incoino and ioreign exchange income You have in every proiect a 
period before your optimum icaiilt is reached That period may be 
or it may be fi years, or it may bo longer You cannot avoid thatl!\r' 
you have imported your tractors, tlio ciopa that are to be grown on 
soil are just nob yet harvested II you make a railway line ora mine 
it takes much longer, before you get the optimum result of your proiect N™ 
this period in the beginning where you do not get an increased natim'l 
mcomo, already must piuhably yon liavo to pay the interest The 
certain types of loans wlieri' in tho first two or three years, you 
interest and m many cases you do not pay an ainortuation'on that^l 
but you already have expenscH following fioin that loan. So the second 
rule is that it is good to give priority to projects whic h give an added nnUons! 
income in a short term after you have bought the foreign equipment 
after you have made the foreign loan 


(c) Ixihotir intensive imiustries 

You have seen iii Table II and III about tlic formation of national income 
that there aio three eleiiieiitb which are very iiiiportanb m the determinatioii 
of that added value — 

(i) What IS the productive income to youi citizens from that new 
(iroduction, 

(it) What raw materials do you have to use for that production, and 
in those raw materials again you can distinguish between domes 
tically produced raw materials and imported raw material, and 

(in) What IS the depreciation on the capital that is used for that 
project 

Now in 80 far as it is foreign loan, then the loan charges, interest and 
depreciation, have to be deducted from your national income At the same 
time raw materials that have to be imported for that purpose have to bs 
deducted Now in this respei t wo can distinguish industries along thesi 
hnes Some arc what you call 'labour intensive’ and some are what you 
call ‘capital intensive ’ Certain industries give a large addition of value 
to the raw material that la used in that industry and others only gave a slight 
increase in value to tho raw’ material and thoiofore in proportion do not add 
BO much to your national ineoine I refer again to Table III and there you 
find figures for tho NetliorhiridH and in some eases like in agriculture that 
is an exception booauHo thov use there a very largo amount for imported 
fodder and fertilizers, much more than in other oountnes At the head of 
this IS banking, which almost exclusivoly uses labour in the country and only 
the very bttle capital in tho building, and expenses m paper and pencils 
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, (tieyiiae, have to be deducted. So banking gives 88% of its produc- 
as added national income In transport it la 72—m tobacco it is also 
1, agriculture 70 Bub in your country agriculture is higher than 70— 
ifttcilitie3 62—textiles 47—metal industry 44—shipping 40, paper m- 
L(fr,_32 chemical industry—32 You ace that tliere is an enormous differ- 
■nte between different types qf industry and an industry wheie you have to 
ue so much raw material and caintal and the added value for your country 
ufow, you luuu*' priority for youi development projects. But 

( 1 , 1)36 that have a high percontago, should come first 


(ti) Small depreciation needed 

Now there is another criterion that I have mentioned to you ‘ the capital 
ijtensity ’ especially when you use foreign capital Now there are very few 
itslistics available about the relation of capital intensity to your added value 
from production. Bub as one of the indications I took again from the same 
iVetherlands National Budget figures—the amount of depreciation, that was 
jsodm the calculations m the Netherlands Here you have two factors. You 
my use a large capital but if that is usable over a very long period, that 
iia to be depreciated every year only tor a small part and that does not count 
somuoh You have other industries that have smaller capital but that capi- 
(alisusedup in a short period and then the wear and tear of your capital is 
litger and that counts more and you have to deduct that from your national 
lacome. Now vou find again how these figures are very greatly different 
The tobacco industry (the Netherlands has a lot of cigar makmg) uses only a 
imall amount of capital, depieciation there is only 1% of the total domestic 
pfoduction—in food processing it is 2%—in the building industry it is 2%— 
ID the chemical industry iti83%—the textile industry has 4% Nowicome 
to the heavy mdustries First of all printing—the graphio mdustry has 
10%, in minuig it is 10% , in transport it is 13% , m shippmg 14%, in 
public facilities—27 % So you see the range of what the use of capital in 
your industry takes from your national inoome, differs between 1% and 
JJ%. In agriculture in the Netherland it is 7%, somewhere inbetween. 
But you see hon^ important it is to know intimately the nature of the enter¬ 
prises that you are going to establish. 


(e) Use of domestic raw materials 


In raw materials, you have the distinction between domestically pro- 
luced raw materials and imported raw materials and here it is very clear 
tbst as a general rule the use of domestic raw materials will promise you much 
more added national inoome than the use of imported raw materials In 
Table III, you find again the figures for the Netherlands, but these ratio 
figures are not characteristic to cerfcam branofies of industry; they are 
characteristic for certain countries Each country has its own raw materials 
lud the conditions am very specific for each region. 
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(/) Goods and services that cannot be imported 


Another nile is that you have to give priority to the product 
number of goods and services -which cannot be imported, You ha ^ 
into consideration, that in many matances you have the choice t * ™ ^^ 
certam imports or to mcrease certam exports or to produce such e 
services, that cannot be exported nor can be imported. And a n 
goods and services in the last category are of vital importance r 
country And as you cannot import them they are only availabirif T 
government or private enterprise in your country takes care of it ^T] j™ 
this category come especially transportation and power Por imt°” 
rail-ways services, you cannot import that as a fimshed product It 
want them, the only possibility is to produce them m your own counb 
Textiles or cigarettes or machinery could be imported, hut these mod h 
cannot be imported and power m general cannot be imported. You nil! 
import coal, but in general it is impossible to import hydro electnc Mr 
It would be possible that neighbour countries set up jomt power sUtio^ 
and in Europe now-a-days they are workmg on a great transmission line cf 
power, all over Western Europe, but m such case you nnd an internatiouil 
programme for the whole region, and we go beyond a national i 
programme- 


As to possible imports of coal, that can be done, bnt the proportion ol 
coal gomg into the international market is infinitely small ns compared to th 
total production of coal It is too large m volume and too small in la'i 
to stand a long transport Although it might be that you can import eoal 
power is one of the thing for which m general import is let me say 'tbj 
difScult’ So they come in the category where you don’t have the choicsot 
postponing a development and m the meantime importmg the commodilT 
You may do that for steel, or textiles or other goods that flow mto the into 
national market But here your choice is producmg it now and domg witk 
out for the time bemg 


{g) Use qf untapped resources 

You have to give priority to those projects, where you put m actMn 
resources which m your territory uptil now remamed untapped and I gire 
agam some instances In the Chittagong hills are a lot of bamboo foreid 
which are not used at the moment When you put up a paper mill, tki 
at this time the raw material for the paper null is not yet there, But tt» 
production of the raw material -will spread the influence of the paper mu 
m the large area where they go to out and transport bamboo And sU tk" 
expenses on the raw materials that are gomg to be produced for that pifr 
mill are an increase of your national income There le a difference in tV 
mcrease of national income by the new production of this raw material anl 
let me say a jute null where also you are usmg domestic raw material, kt 
where other-wise you could have exported that raw material. So you haveta 
deduct fi'om the income of your jute mdl, the loss of the export of thera* 
jute In the case of the bamboos, which are not yet produced at the momen* 
you have not such a deduction to make. 
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Another case is the use of clay for ceramics That clay is there and 
hodv uses lb So if you use that m the making of Chmaware or earthen 
you have the added value m the production of the Chmaware but also 
Js poduction and the transport of the clay 

The third instance of this type which is very common in your countries 
th&t you have unused land and labour On the land you have a lot of un- 
'*sAd labour resources—underemployment, or over population or hidden un 
loymantasthe different terms are us jd, but they mean that the labour on 
lom land, now is used only partially— if you could expand your agricultu- 
raUrea, if'land can be reclaimed that is now water-logged or under jungle or 
under bush and not used, you can put to work-part of this idle labour 
Then there is no replacement of productive resources into your new enter- 
onse but just the use of resources that are not bemg used Now there might 
(■ell be a clash between one or two of your criteria, it might be that using 
those unused resources, might ask for a large capital, and although it is very 
izaportant to harness and put m use unused resources, it might be that it just 
costs too much There always are large categories of unused resources left 
for future generations The point is to make the right choice at the right 
time, 


(h) Use of by-products 

This is a case which more or less comes in the same category, but I want to 
deal with it separately, viz , the use of by-products, which otherwise would 
be lost You often have a certam industry that is not profitable enough 
because the by-products cannot be used and if you now put up a new 
industry especially for those by-products—then you have not only the chance 
that this new industry will prove to make a good profit—but it may well 
be that at the same time another industry, which has at this time to 
throwaway the by-product becomes more profitable Such a case perhaps 
18 molasses which the sugar factory cannot use now or may be using only m a 
certam way as a fertilizer of the soil May be putting that mto mdustnal 
sloohol IS a good project But may be agam it does not pay to transform 
those by products into other useful products because the capital investment 
would be too large These critena all stand on their own feet and they may 
reiy well clash 


(i) Removal of bottlenecks 

A thing for which I believe you must he on the look out very carefully, 
Iwould call the removal of bottlenecks If you can find out in your economy 
the bottleneck of further development in the direct industrial field—you 
are almost sure that there you will find the greatest addition to national 
mcome from your investment The explanation why the removal of bottle¬ 
necks IS so enormously important m any development prr gramme comes 
from a basic rule in the general economy. If two products together can 
Mire a very useful purpose, but the component parts separately have very 
little value like a key and a lock, the value of the addition is equal to the 
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value of the comhmation That rule is applicable in the case of 
of bottlenecks It may be that -with rather small investment you ^ 
bottlenecks which make possible the development m new fields 
It may be a railroad, which opens up a valley in the interior whe"^'^7^'^ 
new production m agriculture or in mining or in other industry 
possible after you put up that railroad In our time of road-traiis t 
may have an alternative of putting m a railroad or putting m a hiehy'^^’ 
transport by trucks over that highway, but the provision of trausuot? 
to a certam isolated area, may come m the category of removal of a b H 
neck 

Another instance has been mentioned by Dr Chellappah n 
embark upon a large work somewhere in a ]vmgle, that is malaria infesM 
there your investments in the fight of malaria is the relief of such a botH ’ 
neck And although you might say that this malaria-control itself does n t 
produce a large national income, as relief of a bottleneck for new product ° 
in a certain area, it may he just the thmg that you have to do So th^ 
criteria of the removal of bottlenecks makes it necessary not only to conaid'^ 
an isolated project, the profit it would give m itself or whether the railtoi^l 
from the freight which it will earn you is a profitable thmg, but especiallv 
to see whether that railroad opens up a country or whether that health proicrt 
will make a certain area habitable and increase production in may he 5 or 
10 other industries 


Foreign capital investment for tele-communication comes m sometimes 
under this category It may well be that if you consider the profit and cost 
of a telephone system that telephone system is not paying in foreign excbanee 
But as the rehef of a bottleneck for the development of an enormous number 
of enterprises, for people who can become customers of that telephone and 
thereby can expand their business, because their risk is much lower hy bettor 
telephone service—that may well makeyour tele-communication investment 
a very profitable one This is an expansion of the general rule that any 
investment that you make, will spread its influence over larger parts of the 
country We call that in general the multipher calculation , in the case of 
removal of bottlenecks we might say that the multiplier is, extraordinarily 
great 

Now as I have said these nine criteria do not always go together, they 
may well be conflicting and there the wisdom of the man who makes the plan 
and of the Government who carries them out or promotes private enterpnse 
m certam branches or gives subsidization to certam parts of industry that 
have to be developed, has to find its way, between these critena 


(j) Summary — Prevalence, of economic criteria in foreign mvestmtnl 

Now may be these criteria will hold in many cases regardless of the fact 
whether you have domestic investment or whether you have to make a loan 
from abroad I should say especially in the second case, you should tes* 
your project agamat these rules more carefully, because m the case of domes 
tic investment, as Dr Singer has pointed out to you—you are m a position— 
by your future taxation pohcy and subsidization pohcy to achieve a certam 
social aim, which estabhahes a priority agamst these economic rules But 
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. nia,te a loan m a foreign country or you have foreign investment, you 
' not pat the burden of diversion into social aims on the foreign investor, 
have to pay mterest and amortization In the case of private inveat- 
' L yoa cannot discnmmate against him and tax him more heavily than 
“ domestic mvestor Any measure of discnmmation is very detenmental 
r voar process of economic development, because that will make every 
totter capital mvestnient much more expensive If the country would get 
the name that possibly foreign investors are gomg to be taxed more heavily 
thin domestic mveatment then private capital will become shy to enter the 
country and even international investment will become shy A country 
vhich loses part of the confidence, will have to pay for that m the form of 
more expensive new capital So to apply these rules to foreign capital is 
Btill more important than for your domestic capital And, therefore, it is 
^ to invest especially in those hnea which apply to the rule and I repeat 
once more, it may well be that a health project or an education project or a 
(elc communications project or a social project hke housing will come in the 
category of the removal of bottlenecks and, therefore, it is the best mvest- 
mentyou can make You cannot measure it at the financial merits of the 
project as a separate unit and their value may be greatly enhanced by a 
consideration of the effects on the whole of your country 


Limitations in financial plans 

You will have noticed m the newspapers this morning that the Co¬ 
operative Plan for Economic Development of Commonwealth countries 
hw been presented to the Parliaments o^" Pakistan and of India yesterday. 
I tave a copy of this plan with me and i hope to present this to you next 
week There are a number of particular features in this plan which very 
well fit in with our discussions on the financing of economic development. 
You will get an opportumty to see more about the details and the plans for 
linauemg of those commonwealth development schemes 


(a) Capital requirements increase with development 


The relation between the amount of capital and capital goods necessary 
for the national production and national income differs greatly from nation 
to nation with the stage of development The higher the development, 
the higher also is the capital of the whole economy and the highly develop¬ 
ment countries have to divert a much higher percentage of production mto 
capital goods to sustain their economy than a country m a lower stage of 
economic development You can very well see that if you look mto the 
boamess of a farmer who is about at the subsistence level, who owns barely 
any capital goods , all he needs are seeds for the next season, and a very 
Bmall amount of additional capital goods When you have a railway or a 
mine or you have a foundry — there it takes an enormous amount of 
capital goods every year to sustam your production. 
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When a country comes into a higher stage of economic develo 
a larger diversification of its economy, it has to go further and 
capital intensive types of agriculture and industry And this is 
the factors which adds to the diflSculty of economic development w it 
outsides resource introduced in the initial stages A country with a'^ n 
diversification, what you call on a lower stage of industrial development t 
httle savings, partly because business needs traditionally from its prod t 
only a small proportion, to sustain the level of production that you 
m the country — and partly because the income is so low that you 
not afford to set it aside But whenever higher economic developm^\ 
18 started, you have to start projects which have a rather high canM 
intensity and to start from a low capital intensity to a higher capital i 
tensity, means that you must have the capital goods If you do not h& 
them from your own national income you will have to try to find it from 
outside resources 


The possibility of a country to invest m new developments is dependent 
upon conditions If the country is rich and it has enough domestic savints 
and it has enough income in foreign’ exchange, it can easily just divert 
those savings into investments and buy raw materials and the capital goodi 
for its development abroad, and it has no problem in making a loan or im 
porting capital. Butm this case also the hmit to which a developmeat 
programme can go without danger of inflation is the amount to which those 
investments can be made from domestic savmgs Even here, there is the 
danger of trying to invest too rapidly with the possibility of inflation, But 
in underdeveloped countries which want to accelerate their developmeat 
largely, the danger of inflation is greater and you will remember how Bi, 
Singer has spent a considerable time with you on the dangers of inflatiou 
and how inflation is defeating a development programme m the long run 


(6) Cumulative effect of foreign loans 


Regarding the stimulatmg eflfeot that foreign capital can have on youi 
economy, we have to consider a few very important problems. The first 
one 18 in what form and on what condition does that capital reach you It 
may well be that the conditions would be so heavy, that the capital would 
demand such a heavy payment for coming, that it is not worthwhile to 
introduce it m your economic system. After repayments have been made 
there should be enough benefits to the economy of your country If they 
cannot be shown it is better to do without that investment. And here the 
rate of interest and the period of amortization that is asked and that you 
con agree upon is very important. Now when you make one loan of 
Ra 100 or 100 lacs or 100 crores, then it may well be able to pay theamorti 
zation and the interest, but if you consider this procedure gomg on for a 
long time and with a number of instalments as a process that goes on 
over a long period, the structure becomes more clear. Then you wiD see 
that each of these instalments of loans that yOu get, will ask for its own 
payment of interest and of amortization and now you get at last wi 
equihbriuji, dependent on the tune of amortization 
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A loan IS made every year of 100, at an amortization rate of 10 years. 

At the end of the 10th year (begmnmg of the eleventh year), m total 
i50 is still outstanding If C is the instalment and N is the number of years 
of amortization (at the end of each year), then an equihbnum is reached after 
N jears, and the maximum loan outstanding is. 


N+1 

2 


X C 


If you are borrowing on a 26 year amortization basis, then you get 
13 times your additional capital import So if a country would get a loan 
of 1 billion dollars a year on a 25 year period and every year would get 
that amount, then after 26 years, it would have accrued to 13 bdhon, but 
liter 60 years or a century, if you go on every year, mvestmg a new one 
hiUion dollars, still your total capital available on outstanding loans would 
(tmam 13 billion dollars You have m the equilibrium period to pay for 
interest the rate of interest multiphed with the capital you will have in that 
itage Now if that stage is reached you will see on your balance of pay¬ 
ments, 100 capital import, say a new loan made on a 3% interest rate, but 
on the other side of your balance of payment you find the repayments on 
H instalments of 10 or 100 to pay back So you see that there is no net 
tipital movement, the country is saturated. But you find that m thin 
with a 3% loan, the country has to pay yearly 6Jx3=16J interest. 
By this method of raismg loans, you come to a certain maximum that you 
really can get from outside Of course you can go to a higher maximum 
u during the period your yearly amounts are moreasmg. But that would 
mean that you would have to find an increasing amount of foreign capital 
lor your economic development 
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(c) Capability of repayment 

Now let us see what is the position of the country after you haire 
that status of equilibrium You see that you are only better off 
10 year period, if in the meantime, you have invested that foreigu oa n 
in such a way that it wiU be easy for you to pay 16interest If n 
18 invested in government enterprise, or irrigation work or a local f 
reservation or development of port or railways, you will have to seaT*^ 
far the income from those projects, wiU make it possible to mike the^'*^ 
quired payments of interest That would go on till the time you say that 
I do not need any more foreign capital and all your loans will hava^ h”” 
paid back 


If we consider the case of a public work carried out by or on bohalf of 
the government, this repayment comes on your budget and will bo con 
sidered after some time as a tax If you have made a wise investment tho 
productive income wiU have sufficiently improved Whether or not It n 
a heavy burden to your people to pay back the interest on the loans thy 
have in the meantime been accruing, depends largely on the organization 
of your country and especially on the taxation structure of theoo untn 
The responsibility for the repayment of this type of loans will fall on the 
government and the government will find it from collecting new tans or 
increased railway rates or import duties or in charges for electricity or 
some other means of recovering the money, but it has to come from the 
national moome Now there is a very interesting ratio There is a ratio 
between the total government income for different services that the 
government is rendermg for defence, for social service and for economic 
services in the field of railway transportation, power and so on Thatr atio 
of total government income to national income is in India and Pakistan 
according to the Colombo plan 7—8% In the U S it is about 2d'’5 

In the U K where the government is giving a large amount of services it 
IS still higher If you add to your national economy a new part made 
possible by the new investment, people living under those conditions, as 
in the case of the Thai area, will have m the long run in general the same 
way of hving and the same amount of general services from their government 
In the first few years, they are prepared to pay extra taxes but after a period 
of time they will claim that they oannot pay more than other people m the 
Punjab Or say it the other way around, a reasonable payment to the 
government for all the services including national defence and secunt) 
and water and so on, which they are prepared to pay to then government 
will depend largely upon the general structure of government taxation 
This holds still more for the secondary national income, to be derived from 
the project. And, therefore, the ratio between the percentage of national 
moome that can be expected to be paid to the government, is a very im 
portant factor whether the additional burden of the foreign capital will 
be heavy or not heavy, whether it can be borne or not by the nation Now 
if your taxation percentage is 7% that means that the additional nationil 
moome has to be 14 times as much as the charges on the mvestment If 
you take 100 capital at 3% interest, then you will want in. your oquihbrium 
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„j 4-2% as an additional national income from all sources direct 
vit, primary and secondary benefits of your project A minimum 
b^^ofthe 100 capital investment should bo an addition to your yearly 
jjj calculation about the Thaf area I took 3°^, as an 



tniifl-l income _ 

Sit basis and found 43 % of the capital as the yearly addition to national 
primary or secondary services So you see under this calcula- 
f the Thai development project would bo just profitable I made a 
Iflilation a long way by taking all the taxation and the land revenues 
lothe expenses and there I so found that the government will receive 
irofit in the Thai development. But this relation of 42 and 43 % 
that would work and you see on the other hand if you have 
„ „% interest rate and you would take 7% as taxation, then 
.(j wuldhave to increase your income with 14 multiplied with 5 or 7% 
flow capital There are only a few investments especially in public 
ifjjlnients that would be able to bear 5% If you have to pay only 2% 
of course it would be much easier 


mn F' 


In the same way, if your economy is developing as you expect that 
vtijydoTelop in a period of 25 years, then you might also consider that 
j;f,« services which the government is rendering as a whole to the national 
I ^onomy will m the long run make it possible to have a heavier taxation If 
' idu have to set up certain schemes which are of an economic or partly 
j .Kill character, one of the decisive factors will be the orgamzational 
I .'rncture of your society and your government, which makes it possible 
jtj the new people or for the new enterprise, or for the people in the new 
j region, or for the people in the now factory, to pay a certain part of their 
I imr income to the government The higher tho overall rate of taxation, 

I'tie further you can go along with capital investment into projects of a more 
j wsl than economic nature If you do not take this into account, then 
I ran mil see that after you have been calculating that it is quite possible on 
lairrigetion project to pay say 20% of their crop for water rates, people will 
ime and say that there is discrimination made between them and other 
.coplc. They have to produce produ cts for markets, fruits, wheat or sugar, 
a competition with the farms of other parts of your country, which have 
lot been benefited by this scheme, but which do not pay such a high water 
!ltO 


(d) Net increase in national assets 


The next point of importance has been mentioned yesterday by Dr 
1 After you have made these repayments, then the country, if the 
Mlmenthas been a wise investment, still will enjoy the use of a number 
if lung life Capital goods And if you make provisions for the period of 
, oortizationofthe loan you should have it in such a way that you still have 
I 1 capital available, though not at the original value in which it started A 
: ^»3y may get worn out in spite of your maintenance, but your irrigation 
i wks may be better off, unless they are ruined by water logging. In this 
vivyou can build up a free national capital asset and if you go on wuth de- 
I fteciation charges on your projects, after the period of repayment of the 
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foreign loan, then the benefits accruing from that project becom 
capital and you can use that for further investment In the Colo^ 
we wiU see that rather large parts of the proposed financing of the d 
ment of India will be from the depreciation charges of the railwav 
railways ha\e been there a long time and the loans made for it hav h 
paid back or at least they do not count any more in the calculations 
the amortization and depreciation on the railway capital are free n t 
capital which may be used for further economic production It ib V'*"*' 
great importance that you see that the economic hfe of your project exce^ 
the period you have agreed for amortization of your loan It would be r 
wise to say ‘Let us try to raise a loan on a 60 or 100 years’ basis, because w 
are buildmg an irrigation project that willlastfor 60 or 100years ’ You wonld 
then have an easy task to raise the amortization on your loan but you would 
not be buildmg up, at the same time, a part of your own national capital 
The possibility of increasing your own national capital assets m the Ions 
run IS dependent on these two factors, fiist of all whether you have invested 
it in a plan that will give even after a very long period still additional m 
come to the agency that is administering it and secondly whether you hip 
such a good maintenance of tlieae works and you can charge that good main 
tenance against the income of every year, that the economic life of jour 
investment has increased Especially the maintenance of these woita » 
of vital importance and that is not only a question of money but also of abi 
lity, technical and economic skill and organizational skill. And in thecis^ 
of an irrigation work, all the agronomic and hydraulic research is very im 
portant They will determine very largely whether m the long run, foreign 
investments really are to the benefit of your country or whether ib is jmt 
pump priming of a machine which in the long run is not going to work on its 
own energy There are great possibilities that in the long run, such invest 
ments increase greatly, national assets or national income. If, however, 
they are used unwisely, then you will see that at the end, you will have to 
pay for that, and it may be a burden on the national budget 


(e) Cewe of investment in private enterprise 

I wanted to say a few words on one other point ‘‘What would bo the 
ease if you invested m private enterprise instead of in government public 
works*” Well if you would put up an industry with capital, in the way thit 
we have set out this mormng, then surely that interest will be considered by 
the industry as a part of the cost of production and whether it can pay that 
will depend on the competitive position with all the establishments that are 
already existing in the country Private enterprise has no possibihty to tai 
the public, like a government could do, if their calculations do not come true 
In the case of a loan from the International Bank for private business, th 
government will have to guarantee such loans and it might be that the gov 
ernment in consequence of the guarnatee would have to tax the public if 
the loan is not a success However, there is the possibility to subsidue that 
mdustry and very often that is done by a protective duty. Now we have to 
see clearly that if you support an mdustry, which is part of your development 
programme and is financed in this way, you are taxing the public, taxing the 
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than amount equal to the output m your industry multiplied with 
'"jDcrea'-e, as a result of the protective duty. Now as Dr Singer 
subsidy may be good or may be bad, may be you will want to 


Tinnulatiou heavily to make it possible to create a new industry. 

^ Jflui O-Uyv _A- 


►jjtoldyoaa 

e very bad effects on the choice of development projects 
it prevents the investment of this money, m the way of sav. 
r oilier forma of t ixation, in other branches of industry, which are 
.^useful You wdl have to consider, for what period you want to give 
It subsidy If there are other branches of industry m your country, which 
.dJ be expanded without a special protection, you may distort the optimum 
ttfinofyour development and at the same time of world trade by your 
fulion or aubsidiaation system For this reason, the Havana Charter 
hi jiven apeoific rules for these practices, which are rather common, but 
Hare taken without a clear justification on economic grounds 


RELmON BETWEEN DOMESTIC ANh FOREIGN PARTS IN PLVN 

In order to give you more details about the financial optimum, I start 
utk a \ery aimple formula 

I p=r+D .(1) 

litmeans your programme consists of two parts, foreign exchange and 
imestio resources and the programme cannot be executed unless you have 
alen oateof both terms of the equation and you have to see what you need 
iiour development programme from both sides Now again if the country 
: favourable balance of payments, it will be possible to divert part of 

,l 3 nonnal foreign exchange mcome into a new development programme It 
I'lo may come from assets that have accrued m precedmg years Mostly 
undeveloped countries, except m a period of very high prices for 
irunary products, do not have a favourable balance of payments, at least 
j not 80 favourable that they can finance the F m our equation, out of the 
I f&ent resources. 

Therefore the question ansos how far you can stress your programme 
, 1 the basis of foreign resources to the amount of our F in the formula above 
ITe assume that you cannot get more and you just would not have the raw 
jBtenals and the capital goods for a larger programme. That would be a 
lijutation and a number of countries assume that that is the only limitation 
- to IheiT programme But before we speak about other hmitations, we Idee to 
, (jeak about the optimum If we start from a small development programme 
jd the government wants to go faster, in the calculations you will find an 
cptimum, if the P m our formula is in. equihbrium with the D, the domestic 
1 teSDurccs that are available for development. And if you get from abroad, 

I lie aet foreign exchange and capital to be combmed with the maximum of 
I haeatio resources that you can raise, then you have your optimum develop- 
neat programme 

(a) Primary and secondary needs for imports 

Let 118 see how this formula works. What is the relation between F and P. 
Eisre are m every development programme two different parts which 
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, One part is almost first of aUei|. 


have 10 be financed by foreign exchange 

culated in every development programme, viz , the capital goo^” diro ti 
to be imported for the programme The second part of foreign ex^' 

18 the need for import of consumer goods and in some mstances 
materials that are needed for the domestic production as a part of T 
development programme A major part of these imports will e cona ™ 
goods for the labourers that are put to work in the programme, You™!! 
therefore, find that foreign exchange is mcluded mvisibly ui every prograiM 
And if you do not take care in your development programme of these imn « 
needs, then you will surely create inflationary pressure and may be uiflatio 
because your new development programme will demand the use of tho" 
goods and services that up till now are used for your smaller domestic nr 
duotion and your normal consumption If the new demand for foreign 
cannot be satisfied from your own resources, because you have made alreadi 
an effective use of the present foreign exchange resources and therefore 
there is no provision m your market for the new demand, prices go up and 
w ages go up and then you are in inflation. 


Noav the incidence on import of domestic production and of payment of 
wages IS largely different in different countries If the country is very ranch 
underdeveloped and only has a limited numbei of raw materials for tha 
woild market, the proportion of imported goods m the budget of even the 
labour class is large If the country is not self-sufficient in food, that mai be 
a reason why you have a large incidence on import of every domestic requi 
site If the country is small and has only a limited number of resources 
there again the incidence on import likely is larger than m a big countri 
You have a small percentage of incidence on import of your domestic produ'c 
tion if the country is self-sufficient in food, if it is a great country with mm 
diversified activities in different parts of the country and if the count y u 
already more or less industrialized So it is very important to see to the 
structure of your country—hat would be the incidence of a large develop 
ment programme on my consumption of consumer goods—you will see from 
the figures that I am going to give for the countries in the Colombo Common 
wealth Plan, how important it is to calculate this 


(b) Ratio between plan and foreign resources 

Now before giving you these figures I can show you a rather easy 
formula for this calculation And I assume m the absence of real budget 
figures for different groups of your population, that the additional domestie 
production and the additional wages to be paid in your development pro 
gramme will have the average consumption pattern of your country I 
assume that the people who work there live in the same way as the other 
people in the country, unless there is a specific reason, why the standard of 
livmg and the way of living of people under this development programme 
would be largely different from the normal pattern from living m that coun 
try. You may take the incidence on import of new domestic production 
equal to the proportion of imports to your national income at present The 
rough figures that we get through this analysis, I believe woidd be reason- 
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start with Now in the relation between the F and the P, in 
first of all you have to import the direct cost of capital goods 


jj (qiiatw^ j import index 1 — i multiphed with 

y°’^ programme to be financed in the second place, 
f, incidence on import of the remainder of the programme— 
* .m^ort index 2, ij multiplied w'lth P minus Pxii- The part which 
direct capital goods, is already taken care of and therefore your 


.[stitutes 

ffiw h 


([{h 


Will fit only on the remainder of your programme Now if you 
out tins formula, then you will find 

F-P('i+h-h h) ■ • .(2) 


I Xow let me give you the figures for ij and ij for the Colombo Common- 
I relth pleUi 

1 {(1 the Colembo plan figures are given about the development programme 
IF the next 6 years for India, Pakistan, Ceylon, Malaya and Borneo I 
fj\c taken these two together because N Borneo is rather small and it is 
viffto have these four countries 


1 

j Country 

Pnmiiy 
import 
inoidonce ' 

of plan 

General 
secondary 
' mcidenoo 
' on imports 

1 Toti 1 

j needs foi 
imports 

1 in plan 

Foreign 

exchange 

requested 

1 

till 

18 

10 

1 

44 

idi-ton 

40 

10 

1 46 

46 

jmhn 

1 38 

( 

34 

59 

69 

''jljjj/N Borneo j 

1 18 

50 

05 1 

1 

57 


I From these figures, you see that the theoretical possibilities that you 
j Da) have a country with a programme largely consisting of foreign capital 
ipods or a small percentage—both are present in these four countries, 
I Idilia and Malaya are proposing to import a small portion of foreign capital 
j f'oda directly for the programme Pakistan and Ceylon are proposmg to 
j oiipurt a large proportion You have at the same time in these four coun- 
[ 1183, countries which are self-supporting in food or are already largely 
J indttstriahzed and large economic units—Pakistan and India are m that 
j <1 j'« There the incidence on import of their domestic production as a whole 
, s only 10% The smaller countries that are not self-sufficient m food 
I mJ have less industry and not so diversified resources are Ceylon and 
Malaya There you see that the incidence of wages and mtemal domestic 
production on imports is much larger So we have combination of a low i^ 
and a low ij and a high index m both directions and high and low also m both 
ffimbmations 


So as a result of this calculation of the foreign exchange components 
cf the total development programme of the countries, you see that it differs 
from about one quarter in the case of India, so two-third in the case of 
llalaya, although the primary im ports are both 18%. You see that the strain 
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on the national economy and the inflationary pressure of the dev 1 
programme would not be eo groat in the case of India and Pakistan 
would only try to obtain from abroad only the 18 or the 40%. Bu*' 
case of Malaya where the low percentage of 18 is a great deal the reauh 
big housing scheme, if only 18% would come from abroad you tuU * 
enormous effect of mflation because all the labourers that will bo u'/| 
the housing problem, will consume about 50% m imported articles 1 “ 
take into account the secondary incidence on import of domestic produ t ” 
m the case of a country in the position of Malaya would be disastrous'T 
the case of India and of Paldatan, similarly, it would not be so senous 

It might be of interest to show you how these countries calculated f 
themselves the foreign exchange they suppose they will need m then develo" 
ment programme for the next 6 years and these figures are given in I 
Colombo plan I gave you m the table a comparison of the figures that 
asked for in the Colombo iJan and the F that we founded inour calcnla 
tions. I would like to discuss these figures with you after I have nnen 
you more details about the Colombo plan, but here you see thatatlea.il 
Pakistan and Ceylon have precisely asked in the plan the figures that they 
would need accordingly to our calculation In Malaya it is somenhat 
leas and India has asked for considerably more The fact that Malajais 
asking leas than our calculations mdicate, proves that they are confident that 
with the high prices of rubber and tm part of their development programme 
can he financed from their exportable products 


(c) Adaptation of national programme 

What will happen in a country with a large development programme 
that cannot raise enough foreign exchange If you are unable to raise 
the neces.sory foreign exchange for your development programme by pnvale 
investment or by a government loan, then you may try to divert part of your 
normal consumptive expenses into your development programme, because 
that will give you foreign exchange for your programme. But if you do 
that you must be very careful, because it may cause mflation, as the people 
in your nation outside of your programme will have to manage with a 
smaller amount of imported goods and when prices and wages go up, they 
also will go up for your own programme In that case there is nothing to do 
but to throttle down your programme in accordance with the available 
foreign exchange You may do it partly by foreign exchange control and 
thereby denymg your people the use of certain luxury goods, but you cannot 
go too far in that direction without creating inflation. 


(d) Case of incentive goods 

I might give you an instance where even in very simple production 
methods it is felt very much In Indonesia after the war and in other 
countries in this area too, the Government tried to rehabUitate production 
of copra of rubber and other products. Here you might say that there was 
no need of foreign exchange for that production You ]ust have to pick the 
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ut dry it and export it, no foreign exchange is required. But the 
and the labourer on the land, just would not to go to work without 
^ as a vital part of their consumption programme This had to be 
USIled aa the mam incentive and in international discussion the incentives 
? fstnilv production areas have pilayed an important role During the war, 
I Bsrae problem was very important in Africa It was more or less a 
^ elation for economists and statesmen of higher developed countries who 
"Ited th se foodstuffs and raw materials to see, how dependent so-called 
'bsistence fanners are on imported commodities You can’t have a large 
miduction without a large supply of consumer goods in such regions and the 
[tk of it was a bottleneck for the production of rubber and coprA and other 


(e) Diseguilihnum between domestic and foreign resources 

What will happen if you ran get from abroad a loan for the necessary 
development but your domestic component, the D, is too small, you have not 
domestic resources enough If you do not have them there is one wav that is 
(ocreate money and to pay your labour in domestic currency and thereby 
hpe that you can fulfil your development programme But here again 
I MU will create inflation, the materials, domestic resources really available 


for your development programme are not there to be bought with the 
; ufreMinp money in circulation So by trying to disguise this by money 
I ttfstion IS again mflation and will be cheating your labourers, because you 
! jiie them monev and that money is not worth what it look i bke At the same 
(lime you are draining the other part of your economy, because there also the 
I Eoney that the people have will lose part of its value. 


! Now what will h'uppen if relatively you have too much foreign exchange. 
In this case you could not use that for productive goods, you cannot use that 
for the consumption part of your now development programme because 
He plan IS made in accordance with your dome 4io resources If by chanoe 
Tou get more foreign exchange than you can absorb in your various pro- 
jnmmes with your domestic resources, then you will probably import 
BOro consumer goods You have no need for more cnpibal goods, they 
ilready are all in full use and harnessed together with your domestic savings. 
The import of more consumer goods mayhave a beneficial effect on the price 
kel If you can afford to import more foodstuffs, more textiles and more 
iiticlesforthe bazaar, then the price wiU go down and that may be beneficial 
for your price level and your consumers, but it may have also a bad effect, 
Iwauso a surplus supply of consumer goods m your markets will induce rich 
pMplo to more consumption and if the people have the possibility for more 
consumption, their savings will go down They may use their hoarded money 
or money m their bank account and then you have the possibihty that the 
imestic resources, that you have thought would bo available in the next 
year are not there, because they aie consumed on fore.gn consumer goods. 
And then again you come in the position that your domestic resources will 
fill short ot your needs Or the higher consumer goods that are imported 
wO compete with your domestic industry and it may decrease the pro¬ 
duction in your present domostic industry. So to suppress an acute situa- 
tion of food shortage or of shortage of textiles and other consumer goods 
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It may be good to give some injection of imported goods to your eco 
life in general, but it may be that this -will upset your savings nro 
and your investment programme and the development of mduBtry in 
programme Then there is the second point, unless you get those 
consumer goods as a grant-m-aid, in future you will have to pay back 
zation and interest on a loan that has not been productive m the 
sense and that may have had a good effect or many have had a bad 
But at least, you can say that the result of that type of mvestmeut m* m 
sumer goods is unpredictable m its results. 

Now what happens if relatively in your programme you have too much 
domestic resources You may say that is a very theoretical theory, that v 
will always have not enough domestic resources available Well if you hw 
more domestic resources available according to the development programme* 
liist of all you wiU come to the conclusion that you will be able to enlars' 
your development programme, that you can do more, that you have not 
been ambitious enough m your plan. Secondly, by taking m your banks 
or your government, for the timi being, those savings, for the first 
period in your development programme you will decrease effective demand 
in your country and you will get a deflationary effect and it may be wise for a 
country, to create such a temporary deflationary effect And m the third 
place, if your money is convertible, then you will automatically use part of 
your domestic resources available to pay for yourself more of the important 
needs for your development programme If your money is not convertible 
then you cannot use the third method So you may have enough domestio 
savings available in your country, involuntary saving hke taxation also 
or export duty on export products, and you cannot use them immediately 
for an enlarged development programme or you may enlarge your develop¬ 
ment programme. 


(/) Programme as function of domestic resources 

The relation which wo have discovered yesterday about the impact 
of a development programme on the need for foreign resources, at the same 
time gives us the optimum development possible from domestic savings 
and domestic investments If we know what percentage the F in out 
formula is from the total programme, we can express P in terms of D easily 

In a programme of 100, we take an increasing poroentago of F 


F = 25 

D = 75 

P = 1,33 D 

F = 33 

D = 67 

P = 1,50 D 

II 

o 

D = 60 

P = 1,67 D 

F = 50 

D = 50 

P = 2,00 D 

o 

CO 

II 

D = 40 

P = 2,50 D 

F = 67 

D = 33 

P = 3,00 D 
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(g) Foreign resources help stretch domestic resources 

These simp'® relations applied to the countries of the Colombo Plan 
, , j to the following data Wo found yesterday for the four Commonweilth 
Entries of South East Asia, the following P India 2(), Pakistan 46, Ceylon 
SJandMiilayn 65 So the relifcion of the programme to domestic saving 
L»/ ofP for India is 135, for Pakistan 185, foi Ceylon 250 and for Malaya 
;.j 'jjow this result may seem astonishing The fact that Ceylon and 
jhlaya which use a large portion of their development piogramme for 
luporteii goods enables them to finance a development programme that is 
oii6h larger than their domestic savings, as compared with India and 
Pakistan, where the figure of domestic resources in the total programme is 
so much larger In a development programme where you need httle or no 
foreign exchange for the execution of the programme is your programme 
ijoreorless hmited to what you can bring together from domestic resources, 
jolcis you borrow money from abroad against your domestic expenditure. 


(h) Case of almost exclusively foie>gn finance 

In case on the other hand the programme needs more or less 100°o of 
loreign exchange for its execution, then there is no connection betjveen the 
imount of domestic savings and the volume of programme that you can 
fseeute If on a small rock phosphate island in the Indian Ocean you 
lave to import there the labour and the food for labour and the equipment 
to make a harbour and a mine then there is no relation whatsoever with the 
Jomestio savings m that island and the volume of the enterprises you can 
pill up there These circumstances exist at Christmas island or Nauru 
and a similar condition exists on the small island Bintan near Smgapore 
in Indonesia, where the whole island consists of bauxite, nothmg grows on 
tilt island and everything has-to be imported If you put up an od com- 
pjny that takes oil from the soil in the desert or in the jungle, you have to 
'Sport not only the capital equipment for that enterprise, but also the 
labour and the food and everything that is required by the labourers. That 
ire so to say economic islands and they exist in different places. The volume 
olthat kind of enterprise has veryriittle relation with your national economy, 
ii far as expenditure is concerned, if you take a few necessary precautions 
la a case hko this it looks the right proceduci is to let it be done by foreign 
apital, but you should at the same time, ask that foreigu capital to provide 
Lnmitsown resources, not only the direct capital equipment for then encer- 
pM, but all the expenses they have If you allow them to draw on your 
lational foreign exchange income for the goods which they have to buy for 
tifir labourers, it is possible that at least in the first period they drain the 
iwgn exchange resources of yonr country and stand in the way of other" 
J[u)9ct3 which might be carried out in your country But if you ask such 
fjterpnse to provide fuUy the foreign exchange needed for almost all their 
upeaditure then m the long run, from a foreign exchange point of view, 
iWcau only have a benefit Even after a large transfer of dividends and 
• preciation and all the expenses which they may hhve, if that enterprise 
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18 not a failure, a surplus in foreign exchange will accrue and that n rt 
come into your national foreign exchange income Here is a clear 
bus ness enterprise which might in future contribute largely to 
exchange mcome and to your national income by the mcreased 
possibility, will create a drain in the early stages in your national eco'^^'*'^ 
This depends largely on the contract with the firm that asks for a 
You should see that you have the beneficial effect of the enterprise for^'”" 
country without having m the period of gestation (in the period where c'a^Ti 
is not yet bringing mcome) a dram on your foreign exchange. 


( 1 ) Cost3 and benefits in foreign exchange 

So in a country like Malaya or Ceylon, it is possible to finance between 
two and three times the domestic savings and that is only beneficial to the 
country. Here agam I shall say that theie is a limitation and another 
onteria has to be apphed If yon have a development programme like 
that of India, where the foreign exchange is very low, in your calculations the 
addition to national income that wiU accrue from your project is the most 
important factor You have heard Dr Sam, when he explained the 
Damodar Valley that m his appraisal of that project, he stressed the relation 
between expenditure and the addition to national mcome That le justified 
if you need not consider the balance of payments in making that plan 
The impact on your balance of payments will be very small, if you haveonlv 
the low percentage of foreign exchange incurred that India now proposes to 
carry out. 

In a programme like Ceylon or Malaya, where such a large portion of the 
programme involves foreign currency, there the national mcome is not 
enough You have to see what the profit of the programme will be realised 
in foreign currency as well. So there you have to select projects which 
will promise you a future foreign exchange mcome and here may well be a 
difference of opinion as to which project is the best for the country The 
programme of Ceylon and of Malaya are not justified only by the fact that 
they have enough domestic savings and that national income and govern 
ment revenues will benefit In such a case you have to concentrate on what 
you might call an economic project and cannot concentrate too much on social 
proj'eots which m general do not provide so much foreign exchange, although 
they may provide a considerable mcreose m national currency. 


Othbb umitations 

Sometimes you cannot enlarge your programme because there are 
other bottlenecks that cannot be lifted by the availability of domestic or 
foreign resources There are material and human resources which you 
need and which may be available only in limited quantities These are a 
bottleneck more serious than the financial limitations, if they have a comhini 
tion of two aspects at the same time, viz , not importable and not subshtutabk 
In this case more financial resources will ot help Now what are the goods 
and the services that are not importable and at the same tune not substituk 
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Hon importables —You cannot substitute by other means of production 

tdtural land, and you cannot import it—the only thing you can substi- 
is the import of foodstuffs Other important items m this cate- 
’ IT are transport services, you have to develop them, but you cannot import 
Lb and you cannot substitute transport services with other services The 
ctilionof new transportation services takes time and before you have done 
(lit will be a bottleneck of hmitation on your development programme 
Bother dueotions. Hydro-electric power is more or less in the same way 
[ut importable and not easily substitutable by other services. 

One other category which is very important as a limitation is ‘ skilled 
htour’i you cannot import skilled labour, and you cannot substitute skilled 
labour by unskilled labour Technicians and managers for your industry, 
(iifineere and aoientists—well you can partly import them under a technical 
,astance programme But that is a new mvention more or less—the 
possibility of the import of certam technical skill and management. But 
lity are not subst'tutnhle and you cannot create them m a short time 
tee limitations may be more valid than the limitations on the financial 
iiJe Now if you cannot evade them in a certam development programme, 
loa will just have to make a frontal attack on the hmitations and some 
put of your development programme has to be devoted to the ehmmation 
[ffactors that hmit your programme. 

V Seasonal Factors in Agricultural Financing 

I would like to speak to you this morning about seasonal influence 
tn agnculture, agricultural planning and financing m S E Asia and that 
1 ! of particular interest because agriculture plays such an important part 
a the economy of the countries of S E Asia. Most of all, I would like to 
pro you an mdioation of the methods that can be followed m agricultural 
plaoiung 

Thfl fact that agriculture is so seasonal m character makes any figures 
ibuut the yearly yield or yearly mcome and other figures on a yearly basis 
I r me personally about worthless, because we want to know how these data 
fie divided over the year. 


(a) Rainfall 

When We start with a systematic approach to the problem of the 
iwelopment of agriculture in a certain region, in most areas the first thing 
t be studied is rainfall The seasonal distribution of rainfall in S. B Asia 
li much more than temperature, a hmitmg factor m quite a number of 
fgicultural enterprises. 
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(6) Water-supply 

Then, secondly, in most places agriculture is dependent on eith 
artificial or natural increase or decrease m the water-supply on the ] h 
or on permanent irrigation So we want to know how is the irrimtm 
water divided over the year and we draw a chart how the water-supply th t 
18 available from irrigation or otherwise for a certain plot of land chanaM 
with the season It is very important whether you are mostly depend^ 
on ram or on natural flooding or whether you have irrigation water from 
canals (like m the Punjab) or a tube-well programme Tube-wells have 
more or leas evenly divided flow of water all over the year, because it j* 
much more economic to pump and use the water all the year round 

In Table A, I give you the figures from a study made m Java It 
gives the water coming into the reserv^oir over the year, with the maiontv 
of the water coming m between December 1 and May 1 In this penod 
ramfall, in general, is sufficient to fill the rivers and canals. After May 
however, a auppletion from the reservoir is needed to enable double croppmir 
m this area Very httle water is flowmg into the reservoir between June 
15 and November 1. The maximum content of the reservoir would be 
the needed suppletion during the period of May 16 till October 1, viz 
about 3‘5 billion m3, and that la the capacity envisaged m the plan. 

CHART OP WATER AVAILABLE AND NEEDED IN STORAGE RESERVOIK 
TJITARUM-OROJECT, WEST JAVA 

TABLE A 
(Umt milbona m^) 



1 

Available 

Needed 

over 

rainfall 

Shortage 

SuTpim 

October I 

1 

100 

10 


90 

H 

100 

80 


29 

November I 

180 

120 

1 

■ 

flO 

II 

180 i 

270 

90 


December I 

310 * 

120 

• 

ISO 

II 

320 

100 


220 

January I 

330 

70 

■ 

260 

II 

350 

70 

i 

• 

280 


cmli. 
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TABLS A—eorseSd. 




Available 

1 

Keeded 

over 

raiiifall 

Shortage 

Surplus 


I 

460 

50 


400 


U 

460 

50 


400 


I 

460 

90 


360 


II 

460 

30 


420 


I 

400 

10 


390 

.pn 

II 

400 

10 


390 

'liy 

I 

260 

120 


130 

II 

100 

300 

110 

■ 

Iw! 

I 

150 

450 

300 1 

i 

11 

no 

600 

360 

• 

Illy 

I 

70 

600 

630 


11 

60 

6S0 

600 

•• 

I'JglUt 

I 

40 

000 1 

660 


II 

40 

660 

610 

•• 

'iptembsr I 

26 

400 

376 



II 

25 

160 

125 

• • 

Total 

6,420 

6,420 

3,620 

3,620 


(c) Grouping scheme. 

Related -with the supply of water is the crop rotation, and the next 
sequence of what we have to study is the rotation as it exists before we 
establish our agncultural plan and after we put in a better irrigation or a 
rtaervoir or tube-wells or any other measure to make agriculture more 
efficient in a particular region In the case of a reservoir, the cropping 
programme is interrelated with the supply of water In cases of irrigation 
without a reservoir, crop rotation is dependent on the water-supply. I 
peed not explam this, because most of you are irrigation engineers or agrono- 
™ts But I should say that in many instances there has been a 
kck of co-operation between the engineer and the agronomist as to the use 
ft Water It is not enough for an irrigation engmeer to know that he pro¬ 
files durmg a whole season so many acres feet or ousec or other umts of 
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Water : he has also to know what is the optimum division of the w 
the year. The success of tube-wells may depend largely on an efF t ^ 
of the water all the year round and a seasonal crop, that is aakins f 'T 
of water during a short time, could not be grown on a large aoreara ^ a 
tube-well urigation, because you would have to put the capacity of 
tube-well at much too high a level to be profitable ^ 


[d) Labour scheme 


The next pomt is the effect of the crop rotation on the work done b 
animals, by men, by women. In some cases, the work of men and women 
is substitutable but in other cases there are strong natural habits of th 
people so that certam work is done exclusively by men or exclusivelv bv 
women. So there you surely should have to study both the amount of 
work to be done by men, women and draught ammals in the cultivation 
and other work for agriculture Next Table (B) is an imagmary table about 
the use of ammals and human labour m a village (see page 361) 

It is apparent, how httle the yearly total reveals Experience m 
Indonesia, where a large number of observations have been made m tbs 
field with different crops and under different conditions of urngation and 
rainfall, has shown that you need to follow, by very careful and detail’d 
observation, the conditions over a number of years (one year is not enough, 
because the seasonal aspect is so closely related with freakish weather cou' 
ditions) You have to take at least two years average and even monthly 
figures are not enough. You have to study the use of ammals for oultiva. 
tion and of human labour at least m half monthly figures. If you do that, 
certain peak periods in the use of ammals and of men and women labour 
on the field be shown 

Now you must examme closely these peak periods and as a prmcipla 
in this study in the field I should say not to take for granted what you 6nd 
about scientific agriculture in your text books. Conditions are sometimes 
very much different in places very close It may be that in the great plains 
of the Punjab, you have similar con htions over a large area, but in Indonesia 
where you have large and small valleys and slopes of mountains, conditions 
are different in nearby places And I doubt very much whether even in 
the Punjab or m Thailand oonditionB m peasant agriculture are similar to 
those that were found at an agricultural experiment station. In many 
eases, the observations under artificial conditions of an experiment are 
absolutely useless for the work m the field and you should have as the basis 
for your agricultural planning and for your irrigation planmng for the supply 
of water to the field, a large number of detailed field observations. You 
can integrate them with your theoretical knowledge of certain dates where 
a crop has to be planted and the number of hours needed for ploughing and 
harrowing and sowing and reaping, but without knowing the reality m the 
field yon must end up with bad planning Some 60 years ago, between 
1900 and 1910, m Indonesia scientists started to study these figures at the 
experiment station, but later on, between 1920 and 1930, the agnoultural 
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|«oaoe 


deoided'to put m & large number of field observations and theB& 
the basis of future planning. 





Animal 

(20) 

1 

Men 

(100) 

Women 

(100) 

0(Mb« 

1 

I . 

II . 


40 

4fi0 

000 

780 

1 

j i^jFembei 

■ I .. 

11 


140 

200 

1,200 

720 

000 

300 

1 

pwillxt 

I . 

II . 

.. 

160 

40 

600 

480 


t 

|jKi«uy 

I 

II . 

• 


160 

300 


' Mnury 

I . 

II 

. 

80 

40 

460 

300 

760 

Sarch 

I . 

II 


40 

760 

000 

1,700 

Jpril 

I 

II 


40 

300 

460 

1,800 

1,200 


I 

11 


200 

1,060 

600 

460 

300 

lu 

I 

II . 


280 

160 

1,060 

460 

460 

600 

.'oly 

I 

II 


80 

20 

160 

760 

300 

160 

tiguat 

I 

II 


60 

80 

600 

460 


ltpl«mber I , 

II 

• 

• 

150 

160 



Total 

• 

1,660 

13,360 

1 

10»260 

Kmtber of dajra per unit .. 

•• 

1 

83 

134 

103 


i Conditions in different parts of the country, of course, vary with the 
Sops grown. Sometimes you have the available labour as the limitmg 
(ictor in cultivation, and I myself have studied the case where in a dry 
upon there was a double cropping of rice and tobacco in the same field and 
luring the dry hot season, tobacco only covered a part of the area. I found 
Hist the number of tobacco plants grown by certain families depended much 
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more on the size of the family than it depended on the size of th I 
owned by the family, because under those conditiQns the tobacco h 
be watered nearly every day and sometimes early m the mornine and i t 
in the evemng Therefore, there was a close relation between a unit r 
manpower and the number of tobacco plants grown Three th s 
tobacco plants were the optimum for a man, and a man, of course 
very small plot of land might have less than 3,000 but very few c Id 
handle more than 3,000 There it was not the water or the land buHh 
availability of manpower that limited the area of the crop. ’ ^ 


Some crops in Indonesia, e g , coffee and pepper, where the harvest 
has to be done in a short time take so much labour that seasonal labou 
from outside the region has to be drawn in. And m any calculation about 
money mcome and credit, you have to see that under these conditions 
instead of getting money, harvest time is a time of spending money 

In other cases you have permanently hired labour on the farm In 
Indonesia, in qmte a number of rubber growing regions it is customary 
for the larger holders to have permanently or semi-permanently hired 
labour, which is paid with 60 % of the product that is harvested 


In the case of copra, you have another system. In moat recriona the 
copra 18 harvested four times m the year and many of the owners of the 
coconut gardens do not like to climb those high trees but some people are 
especially accustomed to climb and harvest trees all the time So there 
a group of people make a contract for harvesting and preparing the copra 
from the coconut In regions with small coconut gardens, the farmer 
himself climbs the trees, but for larger gardens it is customary to have paid 
labour 


{«) Incomt and expenditure 

You have, of course, to take into account the consequences of theupa 
and downs in the supply and the use of labour, before you can decide on 
the expenditure and income of money. There again, local habits play a 
very large role It is not enough to say that a farmer uses so many daja 
of labour in the y ar and the daily wage is one rupee or a rupee and a half 
You have to see whether labour in the village is paid completely in money 
or whether people in the village are helping each other and need only to 
give a small amount of money, plus a meal as is customary in Indonesia 
and what the money outlay for that would be 

In many cases you will find ingenious ways to economise on the use of 
money. Thus is a very wise policy which you cannot mterchange by the 
best credit system It is of very little use to urge people to pay in monejj 
and make a loan even at a very decent interest rate, if the work can be 
done efficiently by other means But if some people go in for a crop that 
is not used by everybody and do pioneering work, there the system of the 
mutual help fails That only works where everybody in the village has 
the same seasonal trouble and a similar division of work over the year. You 
cannot ask your neighbour to help you on the farm on the supposition that 
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Sue months later, you will help him on his farm You can do it very 
1 "/he needs you after two or three weeks, but not after a longer period. 

’’ th a diversification of agriculture, with new crops planted by few 
r the system of mutual help fails and other many wages have to be 
hire farm hands. 

The money income in many cases coincides largely with the period of 
harvest but sometimes you find that there is a custom to store the 
Act a certain time and to sell it later In many other cases, unfortu- 
, jjjypia more common, the traders, the merchants, and the middlemen 
ein before the harvest and a large part of the harvest is sold before- 


That, of course, is a thing that has to be studied and I should say not 
Jr to be studied by the people who are responsible for marketmg or for 
■(cooperative movement, but even by the agronomists, and it should 
(knowTi in a general sense even by the irrigation engineers It may be 
^blebysome changes in water-supply and in crop rotation to alleviate 
ilad situation By double croppmg, you greatly dimimsh the urge to 
,11 the crop beforehand, because the bridgmg of the gap of income between 
'(period and the other becomes much more easy 


In the study that has been done m a number of cases m Indonesia one 
,j see exactly how much people in the villages pay and get in money all 
](jear round You will often see very strange phenomena m the money 
nuactions of farmers, but you should make detailed budget studies of 
jfmers. It seems very difficult to do that, but with reliable staff people 
rlo are trained, you can make a study as has been made m Central Java 
w a period of three years of all the farmers of a certain region, asking 
Im day by day, what they have worked, where they have paid, what 
pyhave eaten, their food, all the year round 


if) Food consumption 

The food intake also has its seasonal fluctuation In some places 
*ple have much to eat durmg a period of the year and very httle to eat 
iriiig another period, and before you can embark on a development scheme 
usiish regions, first of all it is necessary to plan to alleviate the bad food 
fjiitiou during certain periods of the year So you should study the 
‘tiional food intake of the farmmg population. Dieticians and chemists 
liwtoco operate and analyse the food situation with the agronomist 

{g) Storage of food 

In Bome cases, statistics have been made about the food stored by 
h’Eeis, In 1920, there was a time in Java when the government feared 
nhortage of food (just after World War I) and a law was made that statistics 
hlnned to the government every month about the quantity of food stored 
ulhe village Mostly these statistics had no value at all. But I happened 
>3come to a village where the secretary of the village and his father and 
fmdfather for 60 years have kept all the statistics of the village and they 
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had such a pile of them that they had bought a separate house to store th 
statistics These people were really born statisticians There I {*'***5 
reliable figures about the amount of food stored m farmers houses inTti i 
year And I could make very nice statistics about the habits of the w i 
in storing food I found that far from the city, the farmers allatoredf^* 
but near the city, very few people stored food for the whole year Th ' 
sold more and bought more in periods when their own store was exhausted 


(h) Need for Farm Credit 

In any statistical study about credit that the farmers would need vou 
require a very detailed study, under the specific conditions, of the rural 
bank or the co-operative societies that have to work there What are the 
periods when the people get the money and could that period be changed if 
crop rotation conditions were changed^ Would people use better and cheaper 
credits or would they continue to be financed m the manner m 
which they do it now* Do the people themselves consider the conditions 
of credit given by merchants is a very risk matter We all speak a lot about 
the big profits that are made by traders I have here a book from the 
U S A. by Mr Murray on agncultural finance and he tells there that in Ohio 
in a good j'ear on credit given out by merchants, 25% interest was charged 
to the farmer But that 25% interest represented 15% losses on such 
loans by the traders and only 10% was payment of labour plus interest 
on the money. So the apparent necessity to give credit money at certain 
times may be non-existent because the farmers themselves consider the 
sale of the product as very risky and even if they lose a rather large pei 
centage by sale before harvest, they still are very glad to have sold it and 
have been lelieved of the risk In that case, it may even be bod for the 
farmer to take away from the possibihty of merchant credit 

There are a number of cases where the risk is rather large I studied 
for myself the case of Mango orchards where the rule is that they are sold 
when they are nearly ripe Well, one storm may destroy 60% of the whole 
crop In certain years the merchants make a large profit, m other years 
they sustain a large loss The farmers are not so unwise They prefer to 
sell their mango crop at a time when they get a decent price, but not the 
actual market price, because if they leave the fruit on the trees without 
selling it, durmg harvesting season they may get surpluses There may 
be a temporary glut in the market and at that time the merchants just sell 
to the towns those products that they have bought beforehand, and there 
IS no demand for the mangoes from those orchards where the people hare 
not sold their fruit but reserved their whole crop till the fruit was npe It 
may very well be that the man who does not take up the merchant credit 
18 the man who is unwise — you have to study that 


(t) Financing the crop 

At the same time when merchants and middlemen give credit to the 
farmers, those merchants and middlemen have to be financed. You cannot 
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__ a stock of money m their house or even m the bank 

„ for the trade m that agricultural product And again here is 
for ’^tudy — another field where assumptions or ]u8t going ahead 
T/re believe to know by tradition does not work The way in 
„Brs are financed vanes with different products and m different 
The Btudiea that have been made in this field in Indonesia by the 
Ks bank and the government and by the pawn shops are very reveahng 
I jstudy for the pawn shops, it was found that some of the traders brmg 
‘ jerellety during the period that they need capital for their trade 


Sometimes financmg is done through the commercial banks and the 
niortera and the financial relations between merchants and people who 
jjrt estabhshments to process m first instance agricultural products are 
r« interesting It is a field that has been studied far too little in most 
Bimtnes I have seen very few studies pubhshed on this subject But 
(USB vital point m the whole financial situation of your rural areas and you 
jluuld know it — you should study it It may, of course, take a long time 
ud painstaking efforts to do it But if you are planning without knowing 
ilio finances the nee mills and the cotton ginning, the jute dealer and the 
fibber trader and the merchants in other big agricultural commodities, you 
ire just like a blindfold man who tries to reach his target — he may be 
Kty lucky or very unlucky, but you should know before taking large scale 
(fiBures of government financing 


(j) Effect of price stabilization schemes on financing 

One side step a particular thing happens when a government steps in 
Fith a price stabilization scheme If prices are not stabilized or controlled 
by government, financing is mostly in the hands of exporters and traders, 
lie moment when a government comes in with a single seller or a price 
lUbilization scheme, there is no use for the merchants and the middlemen 
who financed agriculture to follow that course because they are sure that 
wmetime the crop will be available at a given pnee In 1930, most of the 
rngar crop of Java — it was very big then, 3 million tons — was financed 
bj Indian exporters, for a large part by money coming m from India. 
When in 1933 the government established a price stabilization scheme, 
the burden of financmg came on the producers What was the benefit for 
tbc Indian sugar importers to finance the Java sugar crop^ They knew 
ibst the crop would be there at a stable price and that they could buy or 
not buy at that price. So every inducement for financing was gone 

In 1937, the Indonesian government started a capoc stabibzation 
Kkeme That crop was used to be financed from New York and on the 
day the scheme was created, that credit stopped completely and for a month 
ergo the whole trade in capoc and the establishments where the pods were 
cleared (like ginnmg cotton) were disorganized and the government had 
bstep m and finance the capoc crop 

With the establishment of the Jute Board in E Bengal the necessity 
ifose for the government and the Jute Board to finance a large part of the 
jate crop and similarly in every agricultural price stabilization scheme, a 
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rather large burden of financing comes to the producer In the U S A 
course, the same rule applies, and there the government had to fi ' 
through the Commodity Credit Corporation, which took over I beli 
billion dollars of the financmg burden of wheat and cotton and other^^* 
cultural products. So government help to farmers to stabilize the 
is at the same time a very large burden on the shoulders of the goveminr 
and the producers 

(it:) Credit to Rural Banka 

The next point is the seasonal position of co-operative and rural banLi 
In certam regions in Indonesia where I have studied it, the manniui 
amount of money which the people m certam seasons borrowed from tb 
rural banks was 3 to 5 times as high as the minimum In other places th 
ratio was only 1 to Where you have very strong seasonal influence! 
the financmg of the co-operative societies becomes a real problem It ma' 
weU be that you have to devise quite different methods of financing of you 
provincial or central co-operative societies, if all the regions come unde 
the same seasonal influence It may be that they can help each othet 
if Tihe season is different in different parts of the country It may well b< 
that cotton and jute financing come m the same period, but if they conn 
in different periods, the Punjab and East Bengal could finance each otben 
crops. That has to be studied You cannot take anything of these dab 
as just given data You must never take any of these figures on their face 
value Without careful study, I can assure you that you are up agamsi 
very heavy trouble and I believe that a lot of the good efforts of governments 
and of co-operative and marketing departments m this field have failed 
partly because the basic study of the seasonal aspect of the region vaa not 
done intimately enough People have some general ideas about it but 
it 18 not enough to base your financmg system merely on that 

(Z) Financing export hade 

It seems far outside the field of agriculture, but the seasonal financing 
position of the exporter of a certam agricultural commodity is very im 
portant and the whole trade may be frustrated and the price which the 
farmer gets may be very low if the financmg of the exporter is not assured 
That is a very important pomt because you must always understand that 
every hitch in the long chain of financing from the farm into the ship, if 
it 18 an export commodity, comes back with an extra percentage on the 
shoulder of the farmer He m the end takes all the risk, because in the long 
run all the partakers in that whole chain find it possible to shift the burden 
to the lowest party down in the field of production and, therefore, the farmers 
in the long run are always the people who pay 

(m) Influence on industry 

There are other seasonal aspects in your economy In Indonesia, 
a study has been made about the implications of seasonal agriculture on the 
sale of certam industrial products. In certam (batik) textiles, between 
December to April, only four miUion metres are sold monthly, but between 
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__ 12 to 14 milhon metres—3 to 4 times as much as m the 

land the whole batik industry has a very strong seasonal character 
The sale of cigarettes on the land is during those same periods double 
i", , ^ during the bad season. So there were in Indonesia just before 
t m 96 cigarette factories with 24,000 regular workers, but durmg the 
*”'ii season of sales, when there was money m the country, may be an equal 
'"her or more of farmers were included to make cigarettes by a special 
i assigned for this purpose (ahot system) Indonesians like to have 
lar cisarettes fresh, and after six weeks they are stale—they cannot be 
Id anymore So it is impossible to prepare a stock of those cigarettes and 
Vkm in the period when everybody wants them They have to be pro- 
iced at the same time, and there is a very interesting inter-reaction between 
ih use of farm labour and farm money and cottage mdustry. 

(n) Small coins in circulation 


Another study that has been made m Indonesia is the influence of the 
jioney circulating flowmg in and out of the villages, and that has been done 
u ijhing into account the types of com that are taken in and given out by 
lie gcverament cashes, the places where the government changes banknotes 
iito fiinall coins and vice vena In some places where there are a lot of tea 
states, small com la always flowing m the village, which comes hack through 
lie traders and the merchants and the import houses m towns In other 
places, there is a very strong seasonal flow and from the difference in that 
wonal flow of the small silver and copper corns in certam places, it has 
teen possible for me to show ear her than from the reports of the agricultural 
Kmce, the occurrence of good and bad harvests A very mce yardstick 
(r the financing position of a certain region is whether the amount of small 
riiDS used in the village goes up or down Any large bringing in of coppers 
nto the government cash in a certam place inevitably meant crop failure. 
(ITiit I called the iron stock of small coins in the village rotation of money 
lii used for payments outside the village And that was a very bad sign 
ituut the crop conditions m that certam area 


(o) Taxation policy 

There are other fields of activity—taxation for instance, land revenue 
atske by the government has to be adjusted to the seasonal influences 


(p) Marriage and b)rth rate 

Of course, you have m villages seasonal influences on marriages, and I 
iiild even find a nice correlation between the seasonal influence of agricul- 
lit and the seasonal birth rate m certain regions On rather short dis 
liices, the seasonal figures for marriage and birth rate differed, and so you 
•pi how far the rainfall and the water and the use of labour and money in 
It' village has its influence 

There is no fixed pattern, you cannot say in my country it is this or that 
Jiamy province it is this or that Large number of detailed studies have 
'he made and I believe that the pile of studies on these subjects which have 
«put together in Indonesia between 1920 and 1940 shows that everybody 
o'lld start this kind of study and try to see how all these different wheela 
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of agnculture and the use of money and credit in agriculture work mcdy 
You will be thrilled by the revelations that you get. And you will see hov 
many things you thought that you knew, you really did not know, and kow 
many things you discover when you make these studies. 

VI Intoreiatlona! Finaneinf F^cSikies 
PrIVATH FKAifOIMO 

I would hke to teU this morning something more about mternahonil 
f^nunning facihties, first of all something about the history of world financing 
and development. That started really about a century ago by shipping 
Imes and railway investments m the U S. A, which at that tune was an 
underdeveloped country, Latm America and Asia, Russia and later on also 
in Africa It was done at that time almost exclusively on a private basis, 
even through private public utility compames and partly by loans floated 
by governments Russia has been one of the governments that has mads 
loans m foreign countries, especially in France and m England and in othet 
European countnes, for very large amounts 

World War I has given the first blow to this system of international 
financing ^ a result of that war, a number of the countries did not pay ot 
could not pay and France has lost bilhons of gold francs in Russia and in 
Austria and m other countries And, secondly, World War I has made it 
possible for the U S to pay off the debts it had m Europe and from a debtor 
country become a creditor country , ^ , 

World War I has not so much mterfered with private investments m 
Asia and m Latin America, but World War II has done that As a result 
of World War II, by the expenses which were made for war, the U, K and 
other European countnes have been forced to sell most of their investments 
m Latin America and a largo part of investments m the U S that had 
remained and the war has destroyed quite a lot of the material assets of those 
investmenta m Asia. Take, for example, the large mvestments m agncifl. 
Rural estates m Indonesia by destruction during the war and later on 
bv inflation a large part of that investment is lost 
^ And after World War II the flow of private international investment 
has come almost to an absolute standstJl. I have here some figures about 
the years 1946—48, inclusive 

imtbrwatiONAL FUNDS INVESTED IN UNDERDEVELOPED 

"couNTwes ™ 

OF ACTIVITY)'' 

(Million U S. dolUra) 


Field of activity 

Total 

Public 

Funds 

Private 

Capital 

Agriculture 

276 

20 

278 

33 

-13 

Processing for agriculture 
Communications, transport 

416 

479 

-63 

powftr 

Manufacturing and mining 

1,041 

S30 

-fS02 

Total 

1 1.755 

1,329 

-p426 


♦Methods of financing eoonoimo del 
Nations, Lake Success, 1949, pages 68-89. 


368 



BTNANOIAIi ASPECTS 


^ Jo large item m private caprtal is about U. S. |600 million in oil com- 
Thftt means that m the other nelds there has been a return of invest- 
Cof about U S. $76 million by sale of the investment. Here, I hebeve 
included the material losses by war destruction, but they must bo 

sylirgc. 

Public nNANorao 

j There has been at the same time investment by pubhc funds, from 
: loretmnent to governm^int, or by international agencies, amounting to 
i J1 3 billion. In 1949 and 1950, another instalment of such invest- 
»at hw been made, so we may put that now since the war, about U S $2 
lion has been invested in the above-mentioned fields of activities in under- 
Jtpeloped countries Total investment, including grants-in-aid from the 
T S A and grants through XJNRRA are much larger, and I will give 

I TABLE D 

INTERNATIONAL POST-WAR FINANCE, 1945—48 

(OOOMilhonU S dollars) 



Total 

To under¬ 
developed 
countries 

Pmiile intsmational investment from USA and 
Cuiada. 

1 8 

1 5 

Pnvale international investment from Europe 

0 8 

0 6 

Pdblic funds from W Europe !or colonial develop¬ 
ment, 

1 8 

1 8 

Public funds—Total 

32 0 

11 7 

Oil! of which Short Term transactions by U S A | 

4 89 

3 06 

iitplug property credits 

3 46 

1 22 

Ooremment loans and grants 

8 67 

1 78 

Export Import Bank 

2 31 

0 96 

BH P 

5 16 

1 09 

III P 

0 66 

0 09 

Iitemational Bank 

0 65 

0 13 

lalemational Bank (September 16, 1960) 

(0 97) 

(0 32) 
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TABLE E 

ESTIMATED FEASIBLE INVESTMENT, I9S0—60 FOR FARMS 
DEVELOPMENT (MILLION U. S. DOLLARS) 


I 


1 

1 

Far East 

1 

Near East 

Total Under 
tleveloped 




countries 

Surveying and mapping of land 

e 

2 

20 

Irrigation, drainage 

560 

117 

1.219 

Farm'machinery 

200 

200 

2,450 

Fertilizer factories 

126 

147 

358 

Rice and wheat milling 

124 

7 

136 

Gram storage 

113 

1 « 

240 

Total 

1,129 

616 

4,452 

Out of ’ Inch, import icquiiemerits 

713 

376 

3,403 

Aggregate investments, 19C0—53 

! 10,900 

1,700 

66,000 

Out of which, foreign investment 

! 5,800 

1 

800 

16,300 


Altogether, the so-called underdeveloped countries have a little bit more 
than ons-third of the whole flow of international financing in grants, short 
term and long-term loans 

As against this appreciable flow of money, we must not foreget that a 
very large part of this was for rehabibtation of war damage and that after the 
operations of UNRRA which were on a very large scale, there has been a 
penod of a decided slowdown m mtemational mvestments For the last two 
or three years, the nations and the U N have heon trymg to find the best 
ways and means to organize international investment. The roods for inter 
national investment must be opened wider in an efficient way, because the 
needs are so great and I have here some figures from the plans which 
exist and the figures you will hear in this place are very great {seeTahUE) 

The aggiogated investments needed for the Far East, as they call it m 
this publication, and that includes probably all the countries that are re 
presented here, for four years are given as about $11 billion, out of which 
6 8 should be foreign investment, about 5 biUion domestic savmgs For 
the Near East, the needs foi that same period are assessed ta be $1 7 billion. 
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. gf^jiich 800 million, or 50 %, wonld be foreign investment The need 
; underdeveloped countries together, which includes also the Soviet 

flnion and the satelhte countries of the Soviet Union, comes to $66 billion, 
jjtofwhioh 16 billion foreign capital 

It is rather difficult to raise an amount of about $4 biUion a year for the 
ijffelopment of the underdeveloped countries because Europe would need 
mother 4 billion yearly investment In order to give you an idea what 

I (),jt ffioans, in U S A and Canada together, yearly domestic investments, 

rtich ate more or less equal to domestic savings, run to a figure of about $40 
! jjiion fl year Now to get from that $40 billion about 8 billion for the 
I ijerelopment of other countries la not impossible but very difficult Total 
' divestments from the USA and Canada, which are the mam countries 
; able to do it, amounted to about $7 bilhon yearly during 1946 —48 Where¬ 
in Europe needs dollar investments, at the same time it could make invest- 
iBPnta in non convertible currencies to the other parts of the world 


Eobeign and domestic financing 


But you cannot expect a larger percentage of the USA and Canadian 
investments to bo channel'ed into the development of the so-called under¬ 
developed countries, without very large increase in the savings and domestic 
investment m the underdeveloped countries 

The following amounts would have to be realised m these regions 
Far East 5 1 billion 


Near East 

. 0-7 

Africa 

3 9 

Latin America 

.. 6 2 


(including investments from metro¬ 
politan countries) 


15 9 


This would again amount to about $4 billion yearly, and would mean that 
the need for the domestic savinga and foreign financing are about equal 

In the Colombo Plan the percentage of domestic savings and invest¬ 
ments also IS about the same 50—50 That would mean that investments 
in the underdeveloped countries can be double through planned foreign 
investment This would be a tremendous start, and according to another 
cjlculation made by the Umted Nations Secretariat, it would mean that 
of the national income of the underdeveloped countries should be 
devoted to development 

4 It is not enough that theie is provision for domestic savings and 
investment and that there is a provision for foreign investment They have 
to be linked up m an integrated development programme, of the type that 
has now been made by the Colombo Plan countries, because if there is no plan 
for international financing, then part of the domestic investments will be 
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used without an additional foreign investment and part of the forei 
vestment may be used without an additional domestic investment^*^ ”!i 
quite a number of projeota which are essential for the country mav « 
carried out at all. ^ 


Private and public financinq 

So the problem of financing economic development m the world as 
whole on a sufficient scale is a huge task which has barely been taoklail* 
There have been some international discussiona as to how that can be Ao 
how to raise the money, and how to give assurances to the people who uiVMt 
their private savings m such a plan AH the publications that you read 
about it say that private foreign investment should play an important role 
because it is absolutely unthinkable that any Parhament in the world and 
even the U S Congress, would be wilhng or able to raise all that money 
through taxation and savings and channel them into government to (rovem- 
ment loans 

So private investment has to coma m on a much larger scale than now 
exists, and an analysis has been made bj^ the League of Nations m 1945 and 
by the XJ N in 1949 showing by private foreign investment has almost ab¬ 
solutely stopped, and the number of reasons which are given for that is a 
longbst The list that has been made by the U N is about the same as that 
made m 1945, but there is one point which came out more strongly and that 
is the fear in private circles about investment in foreign countries, that by 
government regulations it will be difficult for them to have their profits and 
dividends transferred to their own countries, and repatriation of their capital 
m the original type of currency m case of expropriation Inflexible provi- 
sions regarding foreign personnel—a certain percentage of the nationals of 
that country to form part ot the personnel of that company, is another fear. 
The fear of compulsory participation with domestic capital, viz , that the 
government allows only 49 % of the share capital to be foreign and the govern 
mont takes 51 % is very apparent Sometime ? there is a compulsory invest¬ 
ment of the profit in the country where the money is going to be invested, 
In some countries there is a discrimination in taxation a foreign company 
has to pay more taxes than a domestic company Some countries have a 
very good treaty to avoid double taxation, but there are a number of in 
stances whore a company or a private firm has to pay taxes in the country 
where the company operates, and then, again, taxes in the country where 
the money comes from If the taxation rates are rather high (sometimes 
■'50%)> that means that very little is left after the double taxation Then 
-there are restrictions on ownership of land or mine concessions which are 
given as a reason why in certain countries private investors do not like to 
come 

And there are other reasons, which all substantiate the fact that the 
historic events in the last century have on one hand created a feehng of 
misgiving in the financial circles in the world about mvestments in foreign 
countries I have heard m the U . S A somebody saying' “Why shoidd 
we invest our money in Latin America with the possibihty of 6% profit, if 
we can make 10% in our country We are not at all so keen to inveat m 
Latin America with the risks that are there’ ’ 
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IMTBENATIONAL CO-OPEKATION IN PINANCINO 

So the atmosphere between receiving countries and countries that 

u invest 18 not at all good, and I believe that there is no possibihty 
I "frevival of private investment on a large scale, unless these conditions 
"e settled They can only be settled by responsible talk between Govem- 
Ijits in the world, whereby the fact that one country is in a position to 
I ® jt and that another country would like to have foreign capital does 
Bot play a dominant place What we are really concerned with is the 
development oi the world as a whole and without full co-operation m mter- 
jaUonal financing, between the so-called developed and so-called under¬ 
developed countries, nothing can be achieved in the from of private 
financing 

Some thing has been envisaged, bub so far with very httle practical 
luccees, m the Articles of Agieement of the International Monetary Fund 
' They declare that the members of the International Monetary Fund 
* individually and together will promote the development of mternational 
inieatments In the international Monetary Fund this is one of the rules 
of the agreement without much being earned out positively to achieve that 
jiui, Later long conferences were held to establish an International Trade 
Organization, and in the Havana Charter there is an article on develop¬ 
ment of foreign investment which calls for “just and equitable treatment” 
of foreign investment 

Such rules areset out in Article 12 of the Charter in a very general way 
Foreign investment should not be accompanied with political or economic 
pressure from the governments of countries where the capital is raised and 
that the government or its people should get a benefit from foreign invest¬ 
ment There has been m Geneva m 1947 and in Havana m 1948, a battle 
on the actual text of this article between the representatives of the 
countries there. The positive assurance in the article is expressed in the 
vorda “just and equitable treatment” Foreign capital may expect 
equitable treatment but cannot ask for any special favour To invest 
mth the assurance of equitable treatment, should be enough to risk 
your money m other countries I believe that it has been the long 
struggle of committees between groups of countries, over the article that 
has made it more or less worthless This is one of the reasons why the 
Havana Charter has been ratified only by Austraha and Liberia, and 
it 13 questionable whether the Havana Charter will ever come mto opera¬ 
tion In that case there is very little hope than an international treaty 
to which all countries could agree, comes into bemg 

In that case, it will be very difficult to nvive the flow of investments 
from foreign countries I would hke to make this perfectly clear because 
I know that in some countries there is a feeling that the financial people 
in London and Wall Street are just waiting for an opportunity to send 
huge amounts of money as investments in private enterprises or railways 
or shipping Imes They are not waiting They had in the after war period 
BO much opportunity of expending their busmess at home that they have 
little idea of shifting large amounts of capital outside their own country. 
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Here it 13 that government guarantees, government partioinai 
and international organizations will have to do the job Here ^ 
developments have so to say just started, bu^ and I say thu 
legret, there is little assurance available about the necessary foreign 
ments for your reasonable development programmes. Even the Colo t 
Plan does not provide that In the Colombo Plan there is only the 
vision that the U K. Government has taken the responsibility for the for^™ 
financmg of Malaya and North Borneo, but not tor the other countn^^ 
This fear has since been substantiated at the Torquay Conference 

Question —In how far does the General Agreement on Tariffs and 
delra provide these assurances* 


Answer—I am sorry to say that although the General Agreement on 
Tariffs and Trade has a provision that the broad prmciples of the Havana 
Charter should be adhered to by the countries that have entered into that 
Agreement, but Article 12 of the Havana Charter which at least con- 
tarns a provision to enter mto concrete negotiations and agreements is 
not mcluded m the General Agreement Part of the articles of the Havana 
Charter are included m the text of the agreement and part are not. The 
financing regulations and the avoidance of do ible taxation are not m 
eluded m the General Agreement. At present, a conference is gom" on 
between the countries which have agreed to the General Agreement”but 
these subjects are not on the agenda I believe that it if vyould become clear 
that the Havana Charter will not come into existence, then the Agree 
ment can go further and include the major part and may be all of the 
Havana Charter 


Commg back to the Colombo Plan, an assurance given there is about 
the further release of frozen sterhng assets As you have seen in the 
newspapers this mormng, this has just been discussed in the House of 
Commons The Colombo Plan further says that the general financing 
IS not only the concern of the Commonwealth, but of the world as a 
whole. 


But there are no proposals m the Colombo Plan to see that the large sums 
of money that are needed to carry it out are found somewhere. The 
nations that have taken part in the Colombo Plan hope for participation 
of the International Bank and of the U. S. Government (the Export 
Import Bank) for carrying out the Colombo Plan As yet, there are 
no negotiations between the countries and these international hanks tor 
the necessary finance. 

There has been in the United Nations a proposal to set up a new 
agency, the U N. E D A to give technical assistance to development pro 
grammes and at the same time financing it This idea was not much 
favoured by any government for a number of reasons. It was stated that 
if the nations want to finance development through Umted Nations Agen 
cies then the International Bank has been set up for the purpose of 
furnishmg loans to underdeveloped countries for their development 

At the end of 1948, very little had been given by the Bank to the 
so-called underdeveloped countries But in 1949 and m the first mne months 
of 1950, the International Bank has given out more than 320 million 
dollars, out of which 190 went to underdeveloped countries And m the 
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. I ofoanization of the International Bank, much progress has been made 
’’iglliemng the so-called country divisions of the Bank for Latm 
'"ica Africa, and Far and the Near East and at the same tune more 
ijbive been granted. 

jf this investment now goes at a rate of 2 to 300 million dollars a year 
' (Dderdeveloped countries, it still is far away from the amount that has 
* into development programmes of the countries concerned and I 
that I am sorry to say that the basic solution to the financmg of large 
jjjeiopment plans still has to be found. I should say that such solution 
rJ sot be found unless the Governments come together and recognize 
jjt an adequate mcrease in domestic savmgs and foreign mvestmeuts is 
ii concern of everybody in aU the countries and that all the nations 
lira to play then part It is not a question of two parties with different 
cweata but one common huge problem Otherwise, I do not see much 
lince for a large scale financing of economic development. 
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Outlifi® for Presentation ©f Projects $@ the SnternatJonaj g&nk 

International bank fob kroonstbuction and Development 
Outhnt for the Presentation of Projects 

The International Bank suggests the following general outlin. r 
presentation of all projects submitted as a basis for a loan The * 
jects should be separately documented in a manner as to provide 
ation concerning the technical and business aspects of the project 

1 Description of tbe project 

Provide a general description of the project, mcludmg the objective? 
location, power and transport facilities and similar items Provide inform' 
ation on the technical details of the project broken down by principal ifo 
These details should include the principal specifications covering eaum 
ment, buildings, and so forth One or more general drawmca will L 
helpful. ^ 

2. Estimated costs. 

Provide details of the estimated costs broken down by principal itcmj 
as in 1 above dive the expenditures by items in the various*^ eunen 
ciea required along with total figures Include copies of any firm proposals 
or quotations which have been received on the various items, 

3 Construction and Expenditures Schedules, 

Provide estimated schedules of construction and expenditures broken 
dowTV by items if possible Schedules of expenditures should be broken 
down into foreign and domestic currencies and the completion date for each 
item given 


4 Proposed methods op itnanoing. 

Provide information as to how the foreign exchange and internal 
currency requirements for the project will be obtained, with such details 
as are availale of anticipated terms and interest rates. 

6. Raw material requirements 

Provide information as to the sources of supply of raw matensli 
required for operation of the project on completion, with quantities and 
delivered prices. 

6. Production costs. 

Provide estimated production costs for typical materials to be produced 
by the project, these estimates being broken down into principal elements 
Buch as raw materials, direct labour, power, overhead, financial charges, 
and so forth. 
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7. JpSHFlOATION OP THE PROJECT 

Provide a full justification of the project, including such items as 
• ipted cost reductions, increased earnings, foreign exchange earnings or 
labour savings, and so forth In case of a private enterprise to 
Csnonced, include in this section a comprehensive market analysis for 
I j total production of the company which will operate the project, this 
, jvais covenng where possible the past three years and estimates for 
'a'next ten years 

8 Company which will own and operate project 
(IP applicable) 


Provide information concerning : (a) the development of the capital 
fnictutc of the company and the current distribution of pnncipal stock 
Iilings, (ft) the legal structure . and (c) qualifications of management and 
lorkera 

9. Financial rtTPORMATiON. 

Provide summanes of balance sheets and profit and loss statements 
r the past (ten) years where available and estimates for the nect (ten) 
M Provide also a projected summary of the cash position of the com- 
nny, giving anticipated revenues and expenses for the ne^t (ten) 
tats. Complete copies of financi il statements for the past (ten) years are 
'aired where available Provide also a hat of outstandmg long term 
dligations of the company with terms and maturity dates Include a snm- 
ijrj of the value of gross sales, net profits, reserves and dividends over the 
;is{ (ten) yeara where available 


Power Projects 


In the case of power projects, in addition to the general presentation 
ijggested above, the following specific points should be covered : 

^ 1. Provide a detaUed market analysis for the power to be produced 
»oineach plant, broken down by categories, such as domestic consumption, 
taition, public lighting, industrial, agricultural, and so forth. Provide 
(itatics covering the past five years for consumption of electric power 
° serviced by the new station this data bemg broken down 

fto the same categories as above and a projection for 10 years on the 
isme basis. 


^ information on electric rates in the various categories 

tsvered above and estimated rates which will be obtamed for the power 
(•aerated m the new installations. 


Provide information available on topographical surveys and 
er availability in the case of the hydro-electno stations. Por steam 
^ provide full mfonnation on the types of fuel to be used and anti- 
apited availabihties Fuel consumption and plant efficiency should be 
meted under “ techmeal details”. 

tie t details of estimated production costa at various loads on 

also estimated daily and annual load curves on 

loividual stations. 
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irrigatioil Projsets 

In the case of irrigation projects, the general outline presented sbn 
should be used so far as applicable plus the following specific points 

1. Provide details of the present agricultural practice ui the 
to be irrigated, giving the average acreage planted per year in each of ^ 
crops grown, average yields per acre, and average gross and net income 
to farmers per acre from each crop Give comparable estimates for the 
area after completion of the irrigation system Provide substantiatine 
statistics so far as possible 

2 Provide information on topographical surveys and water avail 
ability m the case of gravity systems For pumping systems, provide m. 
formation on the geological formation and data on existing pumping m. 
stallations with reference to anticipated fall in water table 

3. Provide details of teats made m irngated areas under similar con- 
ditions, giving information on actual yields, mcieased fertilizer require 
menta salt accumulation, and similar points 

4. Provide complete information on revenues estimated to accrue 
to the agency opeiating the irrigation system, such as increased land 
taxes, water sales, and other income 

6 Provide a detailed market estimate for the crops to be produced 
after irrigation If exports are contemplated, specify', if possible, countnw 
of destination 

Fort Projects 

For Port Projects use the general outline above so far as practicable 
and cover the following additional points 

1. Provide information concerning the amount of cargo handled by 
the port broken dowm by principal classes Provide comparable data 
as estimated for the next ten years 

2 Provide information on present and estimated future reienues 
broken down into principal sources. 

3 Provide details of existing installations, including handlmg 
equipment, warehouses, storage yards, tugs, lighters, and dredges 

4. If dredgmg equipment is involved provide an estimated operat 
ing schedule for this equipment over the next ten years. 

Railway Projects 

For railway projects, use the general outline above so far as appli 
cable plus the following specific points 

1 Provide a general description of the existing facilities, mcluding 
track mileage and the number of locomotives and amount of ro mg 
stock available Provide information concerning the present conditiou 
of the installations and a description of repair and replacement facilities. 

2. Give detailed traffic records over the past 6 years and estimates 
for the next ten years broken down into principal categories 

Loan Department, International Bank for Beconstruction and Peuelopmenl 
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EPILOGUE 

VII Summary of Development Problems in South-East Asia 
Pbessube of poptjlatiok and time 

Ihave just 20 minutes for the final word about the development of 

thEast Asia as a whole, and first of all I uould like to state that I admire 
' wall for the determination with which you and your countries and govern- 
Utstr)’to solve the problems of development in South-East Asia, because 
Its the most difficult development programme m all the w'orld In Africa 
ifld in Latin America, there are large untouched natural resources, and a 
mull population and there you can so to say start a development problem on 
(tntch But in South-East Asia, you have to do that in the presence of 
ibout a billion people It is like rebuilding refinishing your house, at a 
time when you have all your rooms filled with guests If you could put them 
out sometime and then re-arrange everything m ygur house it would be much 
DOW easy But you have to do it in a situation of an enormous pressure 
r[ population And, therefore, the conditions to start with are infinitely 
more difficult than those of the U S or Canada or Africa or Australia or 
<onet Russia or any of those countries, where they have the space to do 
i And not only you do not have space but also you do not have the time, 
\ou cannot take a century for development like the U S. did You have 
lo do it in a short time So the courage which your countries, and 
iitiona, and yourself show by making these development programmes is 
really admirable 

Basic conditions 

(a) Small mme-ral resources 

There are a few basic foundations in your development programme, 
iliioh I must say all or mostly all add to your difficulty—one is that rela- 
tirely you have small mmeral resources as compared to Siberia or Africa 
or North America, The resources m coal and iron and copper and other 
ores are small As compared to Africa, your resources of hydro-electric 
power are very small Th^ Congo river alone has more possibilities for hydro¬ 
electric power than all the rivers in this region together and the oil is mostly 
1)1 the Near East which is out of your region So you have relatively small 
tameral resources although, of course, they could be developed to 10 times 
if what they are now 

(6) Small agricultural holdings 

Then m agriculture you have the area with the smallest holdmgs <per 
ipils in the world and that again makes it very difficult to shift to modern 
ignculture with modern techniques, because the farmer is in the same position 
where the country as a whole is, viz., on a very small holding with his family 
ke would have not only to maintain a standard of Mvmg but to improve it 
»y changing methods and rearrangement of farm plots and similar devices, 
md this is very difficult while you still have that large population on the 
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(c) Low labour productivity 

What 18 the result of this situation la m itself a cause of diffioultv—tV, 
low labour productivity—the great number of people and the limited amn7! 
of natural resources in mmerals, power and agriculture means that you ca ''I 
have a high laboui productivity But, also, relatively it is very low and'^d 
best target for economic development would be raismg of labour producti t 
both in agriculture and in mdustry, and in fisheries and m other roan,.!. 
It IS a very difficult job to do that 

(d) Low savings 

Then as a result agam of these conditions, as you have heard so often 
hero during this course, the people just cannot make large aavmgs To 
put 4% of national mcome into mvestments is already a major endeavour 
But 4% 13 a very low figure to sustain a modern economy. But it even wili 
be most difficult to reach or to surpass the figure of 4% of national income 
into mvestments 

(e) Little internal trade 

Then there is one last pomt, which I must admit is not so strong if we 
molude Japan, China and India m the region, but it is very strong if we take 
South-East Asia proper, starting from Burma and mcluding the Philip 
pines and Indonesia The economies of these countries are not comple 
mentary hut they are similar Their major products are about the same 
in all the countries, and the scope for enlarged trade between these 
countries, say between Burma and Malaya, the Philippmes and Indonesia 
is very limited And conditions aie absolutely diffeient from conditions in 
Europe, where on short distances the main products are much more 
different Dr Smger has told you that it is a general rule that under 
developed countries have httlo trade with each other May be that is not 
a necessity—there might be alaige trade between different countries in not 
industriahzed areas, but then the economy should he complementary— 
that one country produces just what the other does not have Nowthci-o 
countries have all rice, rubber and vegetable oils and timber and other pro 
ducts, but none of them produces just what the other does not have 
Fortunately, India, China and Japan are outside that inner circle of South 
East Asia and there the economies are much more complementary They 
can have an mcreasing trade with the inner area of South-East Asia, 
and that trade should be developed as one of the major items m the do 
velopment of Asia as a whole, but that is limited and, therefore one of the 
basic foundations of your development programme must be an expanding 
trade with other parts of the world In view of the fact that you miBS sj 
many of the raw materials and that you are excellently able to produce a 
number of other raw materials that the world needs makes an expanding 
trade with other continents as one of the major foundations of your 
development programme as I see it 

False cssues 

(a) Agncultwe versus industry 

Now I come to some false issues which often occur m discussions on the 
development of South-East Asia The first is this ‘ Should we develop 
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• Ituro or Bliould we develop mdustry ’ That is no problem You 
,'"y (jj^elop both, because if you would develop agriculture and neglect 
, {[jgri you never can get a higher labour productivity m some 
,/toismyoui'society If you would neglect agriculture then you would 
in the next generation So there is no choice, you must develop 
i fl And I believe that m economic planning as far as you are lesponsiblo 
ji( you should always deny to go into discussion, one or the other You 
i«yiild always say, what we need la development in both directions. 

' (6) Food 'production versus export 

Tie second issue may be is not so strong in these countiies, whether 
„iiaboiild indulge in food production or whether you should develop an 
iTicultiiral product for export and again here I should say that is not the 
.lae You should as far as possible aim at self-sufficiencv in your major 
fvtd products, but that should not hampei your export agriculture because 
iiJer conditions which I mentioned two minutes earlier, your export of 
i.ni'ultural products to other parts of the world in the absence of ores and 
[ijcrminerals is one of the major itemf- which you have to use as source of 
frcijm exchange for your development. You should try to develop your 
[iport agnoulture in quantity and in quality and by a common economic 
[dlicp endeavour to get a decent price and as far as possible a stable price 
Igthe export of your agnculture to other contments 

(o) Foreign capital 

The third false issue is ‘ whether you should welcome or whether you 
ilauld be ahy of the partuoipation of foreign .capital’ You could never 
mch the quick development that you need without foreign capital The 
tnlv issue that comes there is ' On what conditions and m what form 
ilial) we attract foreign capital ’ but the issue of domg without it is some- 
Ihiaglike ‘Economic Suicide 

RKSotrncES development 

In a development programme, you have the development of your natural 
if«oiircea, of your human resources, and of your financial resources. 

(a) Natural resources 

As regards the natural resources, again in the absence of much minerals, 
iby are the land, partly the forest and the sea The enormous pressure 
[f population on the natural resources means that the first foundation of every 
(ionomio development programme is to be absolutely careful about the use 
if your natural re.sources The use of the land, the use of the water, the 
teof the fish in the water anfl of the forest, that are the corner-stones for 
tte bare hvmg of your grand-children and great-grand-children, and if you 
'Rthein up now, then Asia will be a continent of starving millions of people 
i^ivearp from now, and I say that in all eame.stness Tf vou see how the 
hll'idea in large parts of Asia have been denudated m the last 60 years, that 
ua,tragedy And in spite of the fact that you might have income and may 
te large income by uamg up foiest and land resources, you should be very 


381 



FINAjrCIAIi ASPECTS 


^.areful and, therefore soil erosion fighting of water logging and alkalimtj- 
good land use in this area is at the roots of your future development anl 
income 

(&) Human, resources 


As regards the human resources, you are still a contment of villages, 
I have been told that there are a milhon villages in the Indian sub-continent 
and may be there are two milhon villages in the whole of Asia. Still ever) 
village 13 more or less a social unit and a big problem m the development of 
vour human resources is to make a wide use of the existing village com 
munity tie without falling in the pitfaU just to lurst those ties without 
bringing in new blood, new spmt in them. And a big problem is to find a 
system of education in the village 

(c) Village organization 


Ruial reconstruction plans or agricultural extension and education 
Plans may work very well for 100,000 people but your problem is to extol 
it to 100 million And that is an enormous problem ot organization and of 
education And that may be does not give you a large addition to national 
income in the next 10 years, but 1 beheve you are up against an enormous 
disaster and perhaps sweeping revolution m the villages if you do not giie 
the people the orgLzation and the education to reach a higher standardo 
hvin^ and a higher way of living m the next one or two geiieiations That 
s Ln enormous problem , it does not need so much foreign capital but at the 
same time, in my opinion cannot be paid out of the existing lesouTocs of thi, 

continent 

{d) population piessure 

There is one very big problem about your human resources that is, how 

bnum 

stagnant and there would be of mJreasmg shotdVbsm 

in the country itself 

(e) Financial resources 

Now we come to the financial “ur^^Ssto 

will need capital from outside, you -nuiPOseB. But m the second 

capital from outside for direct produ of^.nvegtm’ent in social capital, 
pl^ce you will need an "^^rSeve tl^ryo^^^^^^^ 
especially in education, and I do » personal opinion that it is the 

need in your own country and ^ ? devote part of their income 

duty of countries with higher national income to devoie pa 
to such a programme 
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„ , I Jo jiot believe that you cau achieve that by way of Point 4 pro- 
as it now stands, where money hasto be allotted through acts of par- 
0 number of countries in America or in Europe, and I do not believe 
; (.QoU base your plans for the formation of social capital on grants- 
^ I'from other countries That would be pohtically impossible to con- 
for a long penod in the more developed countries, and it would be poli- 
"llr impossible for you to accept it It would be morally impossible for 
fjj to accept during a long period granta-in-aid for this social capital. 

(/) Prices of raw materials 

Therefore, the funds for this devel ipment have to come from present 
ncoine, and the raw materials and other products that you can export to 
itierparts of the world should, in my opimon, be the mam source of the social 
iiBitil tliat you need That means in the first place that it is a primary 
Jponsibility of all the government. and all the nations to see that a future 
ilimp in the prices of those raw matenals is avoided The slump of the 30 ’b 
iiadone tremendous harm to this development of education and other social 
ifrvicea in the whole of Asia All at once all the governments stood up 
jjainst a large deficit and a large part of the development m this sector 
Ixtncen 1920 and 1930 has been disrupted abruptly by the prices of the 30’8 
jd that should not happen again 

The people in your country could not stand it again as they did in the 
Jil's They are much more awake now of their position in the world and they 
roulJ make a revolt, if again they were deprived of the possibilities of edu- 
utional development and hygiene and health and other social services 

So a good co-operation between all governments on the price relation of 
induBtnal products and primary commodities especially agricultural primary 
commodities, in my opinion, wmuld be the only possibility to finance the social 
Mid educational development of Asia That will mean that the countries, 
end that applies as well to your countries as to the countries on the other 
lids of the worll, should come to a common trade policy and to agreements 
about the use of the proceeds from the natural resources Now your 
countries are indulging in export duties In the 30’s, other countries were 
indulging m import duties of certain products If those trade policies are 
rot integrated and there is no permanent understanding as to the use of the 
money that is derived in that way, this will end up m economic chaos. 
Whether you take the money by export duties or by import duties in the 
importing countries, the consumers and the industrialists m the higher 
developed countries have to pay the margin that is taken off by the govern¬ 
ments on this side or on the other side of the ocean 

(g) International eo-operation 

I believe that the primary need for the social development of Asia, 
which I believe is the cornerstone of your economic development, would 
be an agreement to set aside part of the proceeds of the exports for social 
and educational purposes In times of high prices, it may be an export duty ; 
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in times of low prices, it may be an import tax. In times of normal price 
there would be no taxation of consumers and there would be no grant but 
it would be a common understanding for a common aim, whereby, I hobev 
you could raise large amounts of money that are to be invested m this’ 
sector of your development programme 

So let me again repeat—I may use one more minute—the problems that 
are facing you are bafflmg They are the most difficult economic problems 
that the world ever has had to solve, and if you are able to pull through 
and if after 60 years Asia will he a flourishmg country of happy millions and of 
healthy, well educated nations, then it will be partly the result of your 
endeavour. I hope you succeed and 1 wish you every suocess. 
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APPENDIX 1 


Viii The Thai Deveiopment Plan 

la connection with the excursions to the Thai district and the leotuies 
jfDi, Lund on the subject, I will give you some general economic aspects 

jfthe development plan 


Increase in area and production 

The plan envisages in the first place an acceleration of the use of 1 4 
B.m acres of land to be irrigated by a system of Irrigation—Canals, that 
iteadyhas been built to the extent of Rs 100 m m. Another Ra 50 m m. 
ite now invested m branch canals and smaller canals 

It IS assumed by the government that it would take 18 years to settle 
Its area, if no T D A had been established, and that 660,000 acres under 
direct supervision of T D A will come under cultivation in a period of six 

rears 

An additional advantage of the project is that 250,000 refugees are 
temg settled and that their total productive income m the Thai area can be 
fflosidered as a net increase of the National income No allowance need to 
le made for mcome, which these refugees could have had in other places 
in the Punjab, taking into account the pressure of the land and difficulties to 
ind alternative uses of their labour 

It has been estabhshed, that the T, D A has a beneficial effect on the 
(iploitfttion of the proprietary lands m the region and that the reclamation 
of these lands has also been accelerated—^partly as a result of speculation 
fflaiapid development of the area, partly because water and roads became 
iraJable, partly as an imitation of the methods of the T. D A. 

Aa estimate of the additional primary national mcome at farm level 
Hist rest on a number of assumptions — 

(a) Prospective acreage m use with T D. A on T. D A lands and 
proprietary land as against proprietary land without T. D. A (Table F) 
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TABLE r 


EFFECT OF T. D. A. ON ACCELERAT80N OF SETTLEMENT 
(1,000 ACRES) 


1 With T D. A 


' ' 

Year 

OnT D A 1 
land 

On 

proprietary 

land 

Total 

Without 

T D A 

Profits In 
cultivated 
area 

1 


90 

00 

90 


0 

50 

120 

170 

120 

50 

3 

150 

180 

310 

170 

UO 

4 

300 

200 

600 

230 

270 

6 

450 

240 

690 

290 

too 

6 

600 

280 

880 

350 

530 

7 

660 

320 

980 

410 

570+ 

8 

660 

360 

1,020 

470 

550 

4 

1 660 

400 

^ 1,060 

530 

530 

10 

1 660 

440 

1,100 

590 

510 

n 

j 660 

480 

1,140 

660 

490 

12 

660 

480 

1,140 

710 

430 

13 

660 

480 

1,140 

770 

370 

14 

660 

480 

1,140 

830 

310 

15 

660 

480 

1,140 

900 

240 

16 

660 

480 

1,140 

970 

160 

17 

660 

480 

1,140 

1,060 

00 

18 

660 

480 

1,140 

L040 

■ 


(6) Average productive income on the farms under these different cir¬ 
cumstances, and the morease m time. 

It has also been assumed, that total crop income on a 16 acre farm in the 
Thai area amounts to Rs 1,400 out of which Rs. 270 has to be deducted for 
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purchase of materials, and repayments to the T D A These 
te will in 25 years give the farmer a house and 15 acres of land The 
T. r A to build those houses and reclaim the land, however, 
instance are largely paid out of national income This would 
75 por 8'°^® addition to national mcome It has further been 
that present proprietary land yields only Rs SOO on 15 acres, out 
fr h Ks i750 would be productive mcome, addmg to national mcome 
.j j per acre. 

' lf\ It has further been assumed that under T D A also net yields per 
increase more rapidly than without T, D A , but that government re- 
^ch and advice would m the long run create a tendency for higher yields, 
JlleG), even without T D A 

TABLE G 

lUUMED ADDITION TO NATIONAL INCOME ON FARM LEVEL 
" PER ACRE OF FARM LAND 


■Vear 

On 

T D. A 
land 

T. D A 
on propnetary 
land 

^ Without 

T D A on 
proprietary laud 

1 


50 

50 

1 

SO 

60 1 

SO 


60 

12 

51 

4 

1 t>5 

54 

51 

5 

7S 1 

67 

62 

« 

76 

60 

52 

: 

j 

etc 

65 

53 

8 


70 

53 

9 


et« 

54 

10 



54 

11 



65 

n 


1 

1 

56 

IS 


I 

56 

u 



57 

IS 



67 

16 



58 

17 

. 


69 

18 



60 
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With these assumptions, it is possible to calculate the (hfferenco m 
productive income on the farms resultmg from the existence of T D 
(Table H) The result would be, that the maximum gam m farm acreaBe 
is made in the 7th year, viz , 570,000 acres, and the maximum gam m pro- 
ductive income on farm level in the 8th year with about 50 million rupees 


TABLE H 


NATIONAL INCOME ON FARM LEVEL IN THAL AREA (MILLIONS OF RS) 



With T D A 




Yoar 

On TD A ! 
land 

On propne« 
tary land 

Total 

WitVioiife 

T O A 

'More farm(*rB 
incnmo 

1 


4 0 

4 6 

4 6 


2 

2 ■) 

6 0 

8 5 

6 0 

1 

1 

‘I 0 

« 3 

17 3 

8 7 

S (1 

4 

19 5 

9 8 

29 3 

11 7 

17 fl 

.') 

33 7 

13 7 

47 4 

15 0 

31 6 

6 

45 0 

16 8 

61 8 

17 8 

44 0 

7 

49 5 

19 S 

69 3 

21 7 

47 8 

S 

49 5 

25 2 

74 7 

34 9 

49 » 


49 5 

38 0 

77 6 

28 6 

48 9 

10 

49 6 

30 8 

80 3 

32 5 

47 8 

11 

49 5 

33 6 

83 1 

36 4 

4fi 7 

II 

49 5 

33 6 

83 1 

39 8 

43 3 

H 

49 6 

33 6 

83 1 

43 1 

40 0 

1-1 

49 5 

33 6 

83 1 

47 3 

37 S 

15 

49 6 

33 6 

83 1 

51 3 

31 8 

16 

40 5 

33 6 

83 1 

66 3 

20 8 

17 

40 5 

33 6 

83 1 

82 0 

21 1 

19 

40 S 

33 6 

33 1 

68 4 

14 7 





18/559/=31 
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At the end of an 18 year period, there would be no gam m acreage, 
{ t fltiU about 15 lU' rupees profit from better farm practices, shelter 

|(”]t maintenance, etc 

The increase ui agricultural production will result m a general economic 
. itvin the region and also outside the legion propei Takmg as a basis 
* rovision for houses for artisans and thi plans for some small towns, it 
' assumed that the number of non-iarmer.s in the area will be about 
?i*' of the number of farmers, and that their productive income will be at 


equal to the average farmers income 


The products to be sold outside the region, in the case of wheat and 
[ottou even to foreign countries, are to be transported along road and 
rsilwaj'i have to be ginned and packed. Last not least, traders m different 
tiiies make a profit and a h\ ng It may be safely assumed that the 
Inferential between farm level and end destination within the country 
amounts to 30% of the level of farm value Consumption on the farm has 
lecn taken mto account 


In the third place, the newly developed area will buy a number of domes- 
lic products from outside the area This gives additional productive mcome 
till an estimated amount of 15% of the net farm value produced within the 


area 

The secondary benefits may not be exhausted by this rough calculation, 
tat with 75 % in total they will not be over estimated Under the conditions 
ut the Thai area and m similar cases, where little or no productive resources 
are taken away from other activities, the “ multipher ” effect may be around 
J.OO, We will, however, assume that it is only 1.75 

This would enable an estimate of the total addition to productive national 
mcome as follows .— 

"1 

Ytsr Direct Indirect Total I Year Direct Indirect Total 


1 




10 

47 8 

36 9 

83 7 

f ) 

2 5 

1 8 

4 3 

11 

46 7 

35 0 

81 7 

3 

8 6 

6 4 

16 0 

12 

43 3 

32 4 

76 7 

4 

17 6 

13 2 

30 8 

13 

40 0 

30 0 

70 0 

5 

31 6 

23 9 

06 5 

14 

36 8 

27 0 

62 8 

« 

44 0 

33 0 

77 0 

16 

31 8 

24 0 

66-8 

7 

47 6 

35 9 

83 6 

16 

2 e -8 

19 8 

46 8 

8 

49 8 

37 2 

87 0 

17 

21-1 

16 8 

36 9 

9 

48 0 

38 6 

80 0 

18 

14 7 

11 0 

26 7 
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In the Sixth till twelfth year the maximum profits would be obtained 
hy the acceleration, to an amount of around Ra 80 m m yearly 


Ikoebase in uevenue 

Income from the T. D. A scheme for the Government is, largely depen 
dent on the rate of acceleration Land revenue and other taxes are taken 
at Ks 8 per acre for the T D A area and Rs 4 per acre for the other area 
affected by the T D A and also in case of no T D A 

There will be additional traffic and transport, and railway income is 
taken at about 5 % of farm mcomea A survey has been made by the Railway 
department, but these calculations were not available at the time of writing. 
Taxation of secondary income is put at 10%. 

Road tax, a special tax of 21 annas per gallon on gasoline and other taxes 
are estimate to yield a maximum of Rs 600,000 m the T D A area, 200,000 
outside the T D A area, and 500,000 m case there would be no T D A. 

If a cotton export duty is levied, mcome of the government will morease 
very considerably. On a basis of Rs 60 per hale or Rs 300 per ton, a yield 
of 20,000 tons would gue an additional mcome from export duty of 6 m. m, 
lupees This has, however, not been taken mto account 

T D A IS paying an interest to the government, wbch is assumed to 
equal to the interest, which the government has to pay on its bonds Both 
figures are assumed to neutralize each other. 

In tables J. K L a calculation of the mam benefits inside and outside 
the T. D A area and the difference which it makes are given 

The total figures are summarized below, lounded off in million rupees. 
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TABLE J 

GOVERNHENT IMCOME in THAL OiVELOPtiENT AREA 


J'wr 

Land 

revtnrte 

Batltoay 

Taxation of 

secondary 

income 

Road 

and 

Go* Tax 

Total 

1 


226 

340 


565 

2 

400 

425 

640 

200 

1,666 

3 

1,200 

866 

1,300 

300 

3,635 


2,400 

1,465 

2,200 

400 

6 465 

5 

3,600 

2,370 

3,580 

600 

10,060' 

6 

4,800 

3,090 

4,630 

600 

13,120 

7 

5,280 

3,465 

8,200 

600 

14,465 

S 

5,280 

3,735 

6.600 

600 

15,215 

9 

5,280 

3,736 

5,600 

600 

16,915 

10 

5,280 

4,016 

6,025 

000 

16,265 

11 

6,280 

4,165 

6,230 

600 

16,265 

12 

6,280 

4,166 

6,230 

600 

16,265 

13 

6,280 

4,163 

6,230 

600 

16,265 

14 

6,280 

4,155 

6,230 

600 

18,265 

15 

3,280 

4,165 

6,230 

600 

16,265 

16 

5,280 

4,165 

6,230 

600 

16,205 

17 

5,280 

4,166 

6,230 

600 

16,265 

18 

6,2S0 

4,156 

6,230 

600 

16,265 


227,315 


Total 

Profit 
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TABLE K 


^OVERIMHENT IPICOME OUTSIDE THAL DEVELOPMENT AREA 


Year 

Land 

revenue 

Satlinay 

income 

1 

360 

226 

2 

480 

300 

3 

640 

416 


800 

490 

5 

060 

686 

6 

1,020 

840 

7 

1,280 

990 

8 

1,440 

1,260 

9 

1,600 

1,400 

10 

1,780 

1,640 

11 

1.920 

1,680 

12 

1.020 

1,080 

13 

1,020 

1,680 

14 

1,020 

1,680 

16 

1,920 

1,680 

10 

1,920 

1,680 

17 

1,920 

1,680 

18 

1,020 

1,680 


Taxation of 

secondary 

income 

Road and Oat 
Tax—other 
taxes 

Total 

340 


925 

450 

50 

1,280 

626 

80 

1,7B0 

736 

100 

2,125 

1,130 

120 

2,896 

1,260 

140 

3,260 

1,446 

160 

3,675 

1,890 

180 

4,770 

2,100 

200 

5,300 

2,310 

200 

5,810 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 

2,620 

200 

6,320 
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TAiLE L 

government income without T. d. a. 


1 

1 Tear 

1 

1 

Land revenue 

Eailvray 

Tax of 
secondary 
income 

Eoad 

and 

Gas Tax 

Total 

' j 

300 

226 

340 


926 

1 0 

480 


460 

100 

1,330 

' 3 

680 

435 

660 

160 

1,916 

4 

5 

6 

920 

686 

880 

200 

2,686 

1,180 

760 

1,120 

260 

3,280 

1,400 

800 

1,330 

300 

3,920 

' 7 

1,640 


1,630 

326 

4,680 

1 8 

1,880 


1,870 

360 

6,346 

9 

2,120 


2,160 

376 

6,076 

10 

2,460 

2,000 


2,440 

400 

6,876 

11 

1,820 

2,730 

420 

7,670 

12 

2,840 

1,090 

2,980 

440 

8,260 

13 

3,080 

2,166 

3,200 

460 

8,886 

14 

3,320 

2,366 

3,600 

460 

9,645 

16 

3,000 

2,666 

3,800 

470 

10,436 

16 

3,880 

2,816 

4,200 

480 

11,376 

17 

4,200 

3,100 

4,000 

490 

12,390 

IS 

4,660 

3,420 

6,130 

600 

13,610 


GOVERNMENT INCOME UNDER DIFFERENT ASSUMPTIONS 


Iw 

Inside 

T. D. A 
area 

WithT D A 
on proprie¬ 
tary land 

Total 

Without 

T. D. A. 

Net 

bene&ts of 
T D A 

I 

0 66 

0 92 

I 48 

0 02 

0 66 

0 

1 66 

1 28 

2 94 

1 33 

1 61 

3 

3 66 

1 76 

6 32 

1-91 

3 41 

4 

6 46 

2 12 

8 68 

2 68 

6 OO 

S 

10 05 

2 80 

12 94 

3 28 

0 66 

S 

13 16 

3-26 

16 42 

3 92 

12 60 

7 

14 46 

3 87 

18 33 

4 68 

13 66 

1 

16 21 

4 77 

10 98 

6 34 

14 64 

1 

16 61 

6 30 

21 21 

6 07 

16 14 

10 

16 26 

6 81 

22 07 

0 87 

16 20 

11 

16 26 

6 32 

22 68 

7 67 

16 01 

12 

16 26 

6-32 

22 68 

8 26 

14 32 

13 

10 26 

6 32 

22 68 

8 88 

13-70 

11 

10 26 

6 32 

22 68 

9 64 

12 04 

IS 

10 26 

e 32 

22 68 

10 43 

12 16 

lj 

10 26 

6 32 

22 68 

11 37 

11-21 

17 

16 26 

6 32 

22 68 

12-39 

10 21 

18 

10 26 

6 32 

22 68 

13 61 

8 97 


393 

























FINAlfOIAL ASPECTS 


Capital investment 

The capital investment can be divided as follows — 


Imgation 

Hoads 

Grant to T D A 

Loan to T. D. A 

Inside 

T D A 
area 

75 m m 

20 m m. 

29 m m 

90 m m 

Outside 
T.D A 
area 

75 m. m 
10 m m 

Tolal 

150 m m 
30 m m 
29 m m 
90 m m 

Total 

214 m m 

85 m m. 

299 m m 

Deduct —For betterment tax.. 

30 m m 

20 m m 

60 m m 

Sale of land in T. D. A area 

10 m m 

• 

10 m m 

Net investment of Government 174 m m 

65 m m 

239 m m 


The loan to T. D A. will be paid off m about 30 years but the betterment 
tax will not bo collected all at once It, therefore, is safe, to assume thet 
on the average the full 174 m m. will be invested in the area 

If there had been no T. D. A., the capital investment can be calculated 
as follows:— 

Irrigation .. .. .. .. 150 m, m 

Hoods <. • • . 25 m m 

Public buildings .. .. 25 m. m 

Total . 200 m. m 


A betterment tax, if mtroduced, would have brought no more than 25 m m 
Note, that the pubhc bmldmgs now are bmlt by T. D. A and more or less 
covered by the grants from Central Government m Province 


Maintenance and loan ohaboes 

Interest on mvestmant and maintenance of irrigation works and ro&di 
are the main items in the yearly expenditure The life time of the imga- 
tion works and roads is very long, maintenance is taken at 3%, a figure, 
which includes gradual improvement No depreciation is, therefore, consi 
dered necessary. On the pubhc buildmgs use and mamtenance is part of the 
general services of the government. Cost of health services and education 
are not calculated as costs of the programme However, depreciation and 
maintenance charges are taken at 3% m case of no T D. A Where T D A 
operates, this body will for the finst 18 years take care of these eipenses 
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Under the T D. A. scheme, yearly charges are assessed at the follo-wmg 


ligiires .■ 



To BE OHABOED 


Against T D. A 

1 Area 

Outside T D A. 
area 

Total 

InUmt 




(jj on 80 

P M 


P M. 

jej on rest of investment 

3,720 

2,660 

6,270 

Sfflinterwince 




Imgstion works 3% 

2,260 

2,260 

4,600 

fMdtSs. l.OOOpermUe 

400 

200 

600 

Pablio buildings 

P. M 

375 

375 

Total 

6,370 

6,076 

11,746 


Companson. with paragraph 2 shows that inside the T D. A area costs 
are covered already in the fourth year, outside the T D A area in the 
ninth year, and for the total district in the fifth year. Over the 18 year 
pod, average income in the T. D A settlement area runs into 12 6 m m 
Ind in the proprietary area into 4 6 m m For the T D A area, therefore, 
there le an average surplus of 6 ’2 m. m for the proprietary area an average 
deficit of 0 • 6 m m The total area shows a profit of 5 • 8 m m , which means 
tliat the investment brings nearly 6% interest 

If there had been no T D A , yearly charges would have been lower 
Progress in irrigation and roads would have been slower. As on irrigation 
already 100 m m has been paid, the interest charge would start with 3% 
onlOOm m andgraduaIlyincrea8eto3%onl76m m. Maintenance equally 
vould not be so high in the beginning It is assumed, that the full charges 
vculd have been reached in the 10th year 


These charges are calculated as follows .— 


Interest 

Isf year 

lOfh 

and 

following 

3% on investment 

3,000 

5,260 

Maintenance 



Imgation works 3% . 

Ro^b 

Pubho buildings 

3,000 

4,600 

500 

760 

Total charges 

6,000 

11,000 
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In the later period, the charges would be about equal to thn 
th T D A. scheme A gradual morease between the 1st anri 
600 yearly may be assumed of 


As IS seen in table L m the 10th year still 


„ r still income would be beln 
charges, and only in the 16th year a net balance would have been r/ Vi' 
D uring the first fifteen years of alow development, a total deficit of Rs fiS 
can be calculated from these figures In the final stage, the ratio b^t “ 
annual income and charges is 13,610 :10,900 and, therefore conRiHppoKi f'" 
beneficial than with T D A Even TYlfi.mi’.ATtn.Tii ^ 
met in the first 10 years 


Even mamtenance would barely have beej 


SUMMAHY 


The financial justification of the T D A therefore, is first of all th 
avoidance of a loss on already invested capital to an amount of approximat I 
58 m m in the first 16 years ^ ^ 

The additional investment can largely be put in the T D A ataninteret 
rate of 4% and a margin is left to justify grants to the area amountil 
to Rs 29 million ® 

The economic justification is first of all an addition to the productive 
mcome of the nation to an amount of Rs. 80 m m yearly from the sixth 
to the twelfth year and further increases m years together with seoondatv 
mcome accruing to Rs 150 m m This is 1% of the total Pakistan 
national mcome 


It will produce for the world market— 


Wheat 
Cotton 
Gram 
Oilseeds 
Gur (sugar) 


190,000 tons @ 150 Rs 
20,000 tons @ 900 Rs 
60,000 tons @ 120 Rs 
25,000 tons @ 250 Rs. 
60,000 tons @ 180 Rs 


= 28'5 m ni 
=18 0mm 
= 7 2 m m 
= 6 2 m m 
= 9 0 m m. 


Total 70'0 m m. 


This new production will either mcrease exports or decrease imports of certain 
agnoultural products 

The only drawback of the scheme, if U. S. A eqmpment is used, is the 
very hmited possibihty to export these commodities m a dollar market 
The balance of payments justification, therefore, is more or less restricted to 
the Eastern hemisphere. 

The social justification is primary in the settlement of a large number of 
refugees. Moreover, a social justification is the greatly increased standard 
of housing, health and education, oombmed with better farm practices, which 
IS made possible m the plan 


Possibility of adjustment of scheme 

With regard to these social services, however, a word of caution seems 
at place It is foreseen that the settlers will pay for their houses and social 
services It must be remarked, however, that nearly 60% of the capital 
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diture of T. D. A. is to be used for bousing, community buildmgs 
*?iiTular social capital. In spite of the fact that the Government has given 
gf p,a 29 m. m- settlers wdl have to pay for it, if T D. A is self- 
iCdatmg (alternatively future changes might have been lower). This 
j. ja included in the price for the land and amounts to Rs 54 milhon 
^irtfrom the house and cattleshed on which 4% mterest has to be paid. 
pPj 5500(1 aettlers, this approximately another Rs. 1,000 per settler. 

Housing and social services, therefore, account for at least 50% of the 
total loan of Rs 3,750 that has to be given to the settlers This is a heavy 
,^gii on these settlers and any way of economizing on these expenses would 
(teatly enlarge the economic success of the scheme. Some postponement 
^subsequent work done by the settlers themselves might be possible. 

Mvnersonal advice to the Thai Development Authorities has been to see 


whether the coats for housmg and social services might be put down a bit 
by cutting m more labour of the settlers themselves and may be givmg them 
material mstead of the finished thing The second suggestion which I had 
mads was about the betterment tax, which the government is taking there 
to a maximum of Rs. 60 on an acre. Now if a man has to pay that through 
the Thai Development Authorities for one holdmg that means Rs 900 on a 
loan of Bs 3,760. With some economies on housmg and communal buildmgs, 
the result might be an appreciable lower debt to start with. I made 
the calculation (table M) myself what it would mean to the farmer if m the 
first two years about half of the proposed payments were to be made. I 
personally bebeve that m the first two years, farmers have a very hard 
time and are not able to pay any large amount of money Secondly, it 
leems advisable to divide the Rs 900 betterment tax, over 30 assessments 
every half year for 16 years. You might go mto the document of Dr. Lund 
end see what an enormous difference it would make m the payments for the 
farmer, if he had 16 years altogether to pay off his loan, as m the scheme of 
Dr, Lund. See how much easier the whole thmg for him would be with some 
economizing and not paymg 4% interest on the betterment tax over a period 


of 15 years. 


TABLE M 


REVISED SCHEME FOR REPAYMENT OF LOAN IN THAL DEVELOP¬ 
MENT AREA 


Year 

Loans 

Betterment 

tax 

Interest 

Principal 

Total 

payment 

Ut 

2,600 

60 

100 

60 

210 

2 1|2 

2,460 

30 

49 

60 

129 

2 2/2 

2,400 

30 

48 

60 

128 

31/2 

2,360 

30 

47 

100 

176 

3 2/2 

2,260 

30 

46 

100 

175 


contd. 
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TABLE M—coneld 


Year 1 

Loans 1 

letterment 

tax 

Interest 

Principal 

Total 

paymsnt 

4 1/2 

2,160 

80 

43 

100 

U3 

i 2/2 

2.060 

30 

41 

100 

171 

6 1/2 

1,960 

30 

39 


169 

5 2/2 

1,860 

30 

37 


167 

6 1/2 

1,760 

30 

36 


165 

6 2/2 

1,660 

30 

33 


163 

7 1/2 

1,360 

30 

31 

100 

161 

7 2/2 

1,460 

30 

29 


159 

8 1/2 

1,360 

30 

27 


157 

8 2/2 

1,260 

30 

25 

100 

155 

9 1/2 

1,160 

1 30 

23 1 

1 100 

163 

9 2/2 

1,060 

30 

21 


161 

1 

10 1/2 

960 

30 

19 

80 

129 

10 2/2 

870 

30 

17 

80 

127 

11 1/2 

700 

30 

16 

80 

126 

11 2/2 

710 

30 

14 

80 

124 

12 1/2 

660 

30 

13 

80 

123 

12 2/2 

670 

30 

12 

80 

122 

13 1/2 

400 

30 

10 

so 

120 

13 2/2 

410 

30 


80 

113 

U 1/2 

340 

30 

7 

80 

117 

U 2/2 

200 

30 

6 

80 

116 

IS 1/2 

180 

30 

4 

80 

114 

16 2/2 

100 

30 

2 

80 

112 


20 


1 


21 

16 1/2 



1 

-- 
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AiPFENOiX 11 

I 

IX The Colombo Co-operative Fieri for South and 

South-East Asia 

National incomb 

I would like to diacuas some features of the Colombo Co-operative Plan 
ir South East Asia. I tried to put the national plana on a comparative 
ISIS M far as possible, by convertmg money values mto British Pound Ster- 
toand to give a presentation of some of the features of the plan in a con- 
jatentwy. Here and there I had to guess. The national income for North 
{unieo is not variable For India it is bsused on 347 • 44 milhon people and for 
fabstan on 82 23. For the states formmg part of the Indian Umon, the 
Jotument makes a guess about the national mcomo. For Ceylon it is stated 
ilat the figure for national mcome is obviously under-estimated I quite 
jjree that all the figures that are eatabhshed for Ceylon indicate that national 
ncome would be considerably higher. Surely the national mcome of Ceylon 
»largely dependent on the price of tea, rubber and copra but it must be con- 
sdersbly more than ^ £23 and just as an assumption I have taken that it is 
ISOjer capita and L 220 in total 



1 

India 

1 

Pakistan 

Ceylon 

1 

Malaya 

N, Borneo 

Population 

3,47* 

82 

7,3t 

6,1 

1 0,9 

1 

Vslional income 

7,200 

1,840 

220 

386 

N. A. 

Pir captia 

21t 

24 

30 

63 

^ N A 


In your planning work you may have difficulties because statistics are 
not available or unreliable. If you then make assumptions you have to 
ttete that clearly. To compare the situation of different countries it is very 
nluable to put them on a national mcome basis and a per capita basis. A 
figure of a development programme of India and Ceylon cannot be compar- 
(d aa such because India is a much larger unit when compared to Ceylon. 
Bat it may be that relatively the programme for Ceylon is much larger 
itan India, if you compare it by takmg a percentage of the national income 


figure ofRs 78,106 IS given for the Union Provinces oiJy, for the whole of 
lie Indian Union it is estimated at Bs 96,000—^the latter figure is taken 

fThe document gives £1,70, but states that this figure is an obvious under- 
■tatement 

}The document gives £23, but this applies obviously only to the Union Provinces 
with 260 na m inhabitants. 
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or as investment ptr capita. That really gives the speed with whi h 
development programme has an impact on the nation. 



Six year plan 
1951—67 
m. m £ 

In % of yearly 
national 
income 

Per 

head of 
population 

India 

1,370 

17 

4/0/0 

Pakistan 

260 

16 

3/3/0 

Ceylon 

102 

47 

14/0/0 

Malaya 

03 

25 

16/0/0 


Eelatively, the smaller countries have by far the largest development pro- 
gramme. 


Budget 

Now wo see the relation to the budget m the different countries, as far u 
possible agam m 1949 or 1950 where available Some of the relevant figures 
were missmg, the development expenses in the budget of India and m Malaya 
and the general admmistration m Pakistan About the development expen 
diture m the budget, I found at a different place in the plan figures for the 
development exependiture for India (169) and for Malaya (4) It is not 
absolutely clear how far loans have been made and charged against develop 
ment. The Government of India m its presentation may have put all tb 
loans against development, because you see that the budget is in eqmlibnum 
with the mcome and expenditure (535), but loans for development are not 
included. It might be possible, after a detailed analysis of the budget to 
charge some loans agamst other parts of the budget as well 


Budget Expenditure 

India* 

Pakistan 

Ceylon 

1 

Malaya 

N Borneo 

General Administration 


107 


6 

15 

iJefence 


126 

66 

1 

9 

Social Services 


112 

10 

21 

11 

Development 


109 

24 

11 

4 

Othera 


±140 

97 

18 

26 

Total 

i 

±660 

193 

66 

65 

In % of national income 


9 

10 S 

26 

15 

(Malaya) 

Per capita 


1 9 

2 4 

7-6 

2 5 


*Revenue and expenditure of railways is excluded. 
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1 

1 Bevenu® 

1 

India* 

1 

Pakistan 

1 

Ceylon 

1 Malaya 
N Borneo 

1 \ 

' 1 

129 

10 

9 

6 

jjsa on commodities 

190 

64 

23 

32 

i 

Other income 

216 

66 

6 

22 

Total 

536 

133 

43 

63 

In % of national jncome 

7 4 

7 6 

10 6 

14-8 

(Malaya) 


tjjvenue and expenditure of railways is excluded 


We have the revenue m the lower part of the table and you see that m 
all these countries there was a deficit m the budget, with the exception of 
llalaya where it is about equal It may well be that the development pro- 
uamines and other expenditures of the countries make it necessary or even 
idvisable to make loans for development. 

The note apphes to India, and it is a pity that we do not have the budget 
o[ the railways because the development programme wnll for a considerable 
pjrt be financed through the surpluses and depreciation account of the rail- 
ways So at this pomt the presentation of the plan really has a big gap, 
which should not have been difificult to include. If later on you make a plea 
for the fact that you can finance a large part of the domertic finances by 
profit and depreciation of your radwaye, then some figures on the railways 
should be mcluded 

Let us now see what percentage of expenditure is being used for develop¬ 
ment and for social services. It is also useful to calculate what percentage 
of revenue has been used for development and social services, and a thud 
method would be to ask what part of national mcome has been used for deve¬ 
lopment and social services through the government expenditure m the 
budget m one way or another. In the table, figures are set against the 
aationsl mcome 


SELECTED EXPENDITURE IN % OP NATIONAL INCOME 


1 

India 

Pakistan 

Ceylon 

Malaya 


Singapore 

Cfineral Administration 

1 6 

1 

2 3 

3 8 

Dafenoe 

1 7 

3 0 

0 6 

2 6 

! Social Services 

1 6 

0 9 

9 6 

3-0 

1 Development 

2 3 

1-4 

6 0 

1-0 
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You see that Ceylon in its budget, especially because it has au h 
high taxation and because it needs no defence, can use 16% of its nat™ ^ 
income for social services and development I agam repeat, when 
Chellappah said here m this course that the people of Ceylon get those serv ^ 
without payment, m reality they pay 10% of them national mcome forT 
And compared with Pakistan and India, the pertormance of these sem ' 
to the people may be expected to be much better. In Malaya soc' 1 
services use 3% and development 1%, together about 4% of national mcome 
The figures for development are the ones with which we are most concerned 
and you see that besides Ceylon they are rather low , they are below 2-1/^’ 
in India and about 1-1/2% in the case of Pakistan and of Malaya, and the 
Colombo Plan aims at raismg that figure considerably. Here, however 
we must be very careful, because the Colombo Plan is not an addition to 
present government expenditures, partly it is a drawing together of present 
government activities, and an enlargement 

Balance of payments situation 

In the balance of payments you see imports ahd invisible payments against 
exports and invisible receipts There, agam, you see that India and Pakistan 
have a rather large deficit on their balance of payments Ceylon and Malaya, 
on account of the high prices of tm, rubber, tea and copra m 1949 and 195o[ 
are m equihbrium, m spite of the development imports which have been 
made 


BALANCE OF PAYMENTS 1949 OR 2949-59 



India 

Pakistan 

Ceylon 

Malaga 


N. Borneo 

Imports 

451 

120 


232 

Invisible payments 

92 

20 


22 

Total 

543 

140 

84 

2S1 

Exports 

314 

106 

80 

222 

Invisible receipts 

110 

9 

12 

40 

Total 

424 

116 

92 

262 

SurpluB 

Deficit 

119 

251 

2 

1 

IQ52-53 forecast 


176 

99 

319 

Imports 

683 

Invisible payments 

87 

10 

24 

31 

Total 

670 

186 

123 

360 

Exports 

404 

162 

04 

303 

40 

Invisible receipts 

112 

I 

16 

Totol 

616 

163 

100 

343 

Deficit 

164 

33 

14 

7 
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; Jjviflible payments are payments for the service of outstanding debts 

i .freiehta that have to be paid to foreign shipping hnes and all sorts of finan- 

regulations, which the respective governments have with other govern- 
Cntaor international institutions It also covers the cost of foieign re- 
j!Liitation of the country—m general, all transactions outside the exchange 
Itotamodities Thosefigures have to be analysed in detail, because theyare 
l^tinthe summary of the Colombo Plan 

Impact of programme on baIiance of payments 

In Table III the balance of payments are given for 1949-50, and for 
1J52 53, the latest year for which comprehensive forecasts are given The 
jsficit of all the countries in 1952-53 is larger than the deficit in 1949-50. 
Jlisdoes not show that the position of the country is deteriorating butjust 
(ioFSthat more imports, without increasing exports at the same rate, are the 
[onsequence of foreign exchange income for the development programme 
Hope that thus point is quite clear, that you should not say because I have a 
(hort&ge m my balance of payments on my current account that means 
list my country is in a very bad position It may be that your country 

ii in a period of very rapid development with the help of foreign capital 

Aa to the question raised, whether a forecast for the invisible receipts 
cjd be made, I should say—Oh, sure, yes the government and the State Bank 
bre a breakdown of this general figure in many items and they are caloulat- 
ei and extrapolated For quite a number of items they know what is going 
tobppen, because there are commitments and the other countries have com- 
milments That is a whole net work of relations and they are all worked 
out and the data are available or a trend is assumed 

As to another question, I do not know exactly the breakdown because 
it IS not given in the pubhoation and I do not know what these invisible 
receipts are. They are m the case of India more than 100 milhon pounds 
8 year, more or less stable The figures do not state whether payments of 
Pilostan to India are mcluded, then Pakistan might have much higher 
lUTisible payments. There is no breakdown to explam that Similarly, 
1 cannot explam the invisible mcome for Malaya, which ns the very high 
figure of £40 m. m It may be that part of this money is for the maintenance 
ofthemihtary estabhshments there I should advise anyone who is 
particularly interested, to consult the pubhoations of the International 
Monetary Fund The balance of payments of nearly all countries are 
pubiifihed by the International Monetary Fund and there you find a break¬ 
down of the balance of payments of almost all these countries 

One important conclusion can be reached, viz , that a larger development 
programme will induce m'^re imports and a larger deficit on the balance of 
payments One yardstick to gauge this deficit is the import of products 
for development The document gives some of these data on the imports 
of development commodities, but they relate to the year 1950-51, and of 
Muiee they may have been slightly different in 1949-50. 

The next table compares these data for 1950-51. 
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Country 

Imports 

Develop* 

iBental 

commodities 

1 

%D6velop- 

montal 

commodities 

Deficit In 
balance of 
payments 

India 

501 

142 

28 

104 

Pakistan 

166 

43 

26 

26 

Ceylon 

85 

10 

12 

+8* 

Malaya 

202 

26 

9 

3 


*Surpliw 


In the publication developmental commodities are metal, cement and 
machinery and goods that surely have to be transformed before they can be 
consumed. Now as compared to total imports, you see that India and 
Pakistan have a higher percentage than Ceylon and Malaya The oaloula 
tion we have made now makes it possible for us to avoid the other pitfall 
m which the people who have made the Colombo Plan have gone in, because 
they have not considered the incidence of local production and local labour 
on the imports A lot of the imports in Malaya and Ceylon are absolutely 
necessary for domestic production, so you have to include here a large per 
centage again for the subsistence of the labourers in the mines, estates and 
factories 

So the fact that India and Pakistan have a higher percentage of develop 
mental goods does not mean that Ceylon and Malaya have a lower develop, 
ment programme m their country India and Pakistan come much more 
in the category of big countries which as a rule have a smaller proportion 
between their national income and their external trade The di&renoe 
between the countries comes out excellently in these figures On the 
other hand, the deficit m the balance of payments is not justified just by these 
imports Quite a large proportion of the so-caUed “development goods" 
may have been used for domestic consumption and need not result in 
“ development ” viz , a higher production and higher standard of hvmg m 
the future 


Objectives or the development plan 


Table on page 407 constitutes first of all for each of the countries 
the percentage of the programme that is allocated to different subjects—agn 
culture, transportation, fuel-power and so on I have done that purposely 
on percentage and not on the actual figures because otherwise again the big 
countries will overshadow the smaller countries But at the bottom I have 
given the total in millions of pounds sterling for countries and fields of 
activity. The programme for all the countries together comes m 6 years 
to £ 1,868 million In the programme as a whole one-third has been allocated 
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, Bgnoulture, one third to transportation and one third to other fields. 
You see that India, Pakistan and Ceylon also, all three devote about one 
third of their programme to agriculture In all these cases agriculture has 
ml a bit more, or may be much more in the figure than m reality, because 
the midti-purpose river basm development projects, which are very large 
projects especially m India, are aU included under agnculture It seems 
to have been too ifficult or impossible to segregate the expenses on the mteg- 
rated programme into a breakdown, what would come for navigation and 
flood control and agriculture and power in these projects And after hearmg 
Dr. Sam you will agree that it will be very difficult to allocate that. The 
figure m Malaya and N. Borneo is lower, and Singapore has only 1 Of 
course Smgapore is just a big town on an island and only 1 % there is needed 
for agriculture In the Malayan Federation it is 24 and m Borneo it is 13. 

You see more difference in the transporation figures, and there India 
has a very high figure—38% out of which 26 is for railways Now this per¬ 
haps can be explained, not from the fact that railways are really the first 
necessity for India but because a large percentage of the total programme 
IS financed from the railway surpluses and the railway depreciation funds 
(£250 m m out of a programme of £ 1379) So largely the railways will be 
self financing The other countries have a smaller amount for tamsporta- 
tion The only thmg which might seem rather high is the 12in Ceylon on 
porta But the airport and the harbom of Colombo are included in that 
figure 

As to fuel and power, Pakistan has a high percentage, much higher than 
India, but that is a bit deceptive, because the Kamafuh project, i e , the 
flood control and hydro-electric together is put under hydro-electric power and 
not under agnculture And some of the schemes in India for hydro-electrio 
power and irrigation and flood control are put under agriculture But this 
figun* shows that fuel and power for Pakistan is very important m its de¬ 
velopment programme and that India has put raismg food consumption as 
one of the major objectives of its programme A scientific or accountmg 
breakdown of the figures might give shght differences, but the figures given 
in the document coincide with the basic necessity of the coimtry. More 
emphaeiB is given to agnculture m India and more emphasis is given to power 
in Pahstan Fuel and power are very important also in Malaya and Smga¬ 
pore and there also the servicing of the country with eleotnc power plays a 
very important part in the development programme 

Industry and mining are important in Pakistan and India and are 
absent in M^aya and N. Borneo. This does not mean that these territories 
do consider mdustry and mmmg less important than other activities. The 
tin industry in Malaya and the oil in Borneo have been excluded, because 
they are completely financed by private capital and are not considered in 
the programme itself 

In Pakistan another breakdown of the figures has been followed and 
part of private industry that the Pakistan government considers as a vital 
developmentfor the country ism the programme, although it will he financed 
from private sources In Ceylon and in India, that part of private industrial 
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finance is outside the plan So here again the difference between the figures 
does not show that industry and mining are considered less important m 
Ceylon and India 

We do not know that from this breakdown because one programme 
includes one part of the proposed activities and another country does not 
doit I have tried to put it down on a strictly comparable basis but I have 
not succeeded So we see clearly that if a number of governments m a certain 
region set up a common plan, it is advisable to agree on the basic assump 
tions that will be included in the programme But I have tried to approach 
it from the financial side and you will see that the estimated investments m 
the private sector outside the programme in India are about half as big 
as the whole programme itself In Pakistan also a certain part of the private 
investment programme remained outside the programme, viz , those mdustnea 
which are not considered vital for the country but left to private initiative 
and private financmg But that part in Pakistan is much smaller than the 
public part of the programme So if you would add up the private mdustnal 
enterprise that the countries plan to develop during the next 6 years then 
India, not only in the total figures but also percent wise, has the largest 
figure of all and here it shows not at all a very high figure for industry So 
never taire figures like this at their face value , try to look behind the figures 
and try to discover what are the basic assumptions in the programme You 
will arrive at strange conclusions if you do not go into the foundations of state 
ments like this 

A very interesting and important part of the programme is “Social 
Services” There are few overall development programmes—so called 
economic development programmes that devote such a large part to social 
services Here the figure is lowest m Pakistan It is the highest m Malaya 
and m Borneo, In Singtpore it is 67%, for health 13, education 11, housing 
20 and others 23% This last item seems largely to be pubho builimgs 
At least for Sarawak and N Borneo, the high figure is explained by the fact 
that almost all the public buildings have been destroyed during the 
war With Japan and have not yet been rebmlt So I suppose that the 
‘‘others 23%” in Singapore also constitutes extension of a number of pubbo 
buildings This large amount, that is £330 milbon for social services, in my 
opinion 18 one of the major innovations of this programme, and the fact 
that the governments have endeavoured to spend such a large percentage, 
just about 18%, l/6th of the whole development programme, for social ser¬ 
vices really is a thing that is worth mentioning 

We have in this training course calculated the costs and benefits ol 
agricultural and allied projects and have considered in theory the necessity 
of having adequate social services m so far as they can support the economic 
development programme and in so far as they increase the potentiality of the 
country Here we see this principle brought into practice and to a rather 
large percentage of the total programme 

Now a fairly large part of the total programme is asked to be financed 
from foreign resources, and the foreign debt services that surely have to 
come after the development programme will be a burden on the future gene 
ration is rathei large. A. part of the programme can be paid out of accumu¬ 
lated frozen sterling assets that still are available m India, Pakistan and 


406 



ITHANOIAL ASPECTS 


Cj-lon for the development m the next 6 years So the use of those ater 
Ijjg balances does not create in itself a burden on the balance of navmente 
,n the future But the other money that is supposed to be borrowed from 
gorarnment to government or from private investors, by floating bonds or 
by loans from the International Bank have to be paid back and an mter<«t 
hjS to be paid on those loans So it surely is something very noteworthv 
tosoe what large percentage of the total investments have been devoted to 
social services m this whole plan 

DiViLOPMENT PROGRAMMES, WS—sy 


India 

PakiB 

tan 

— 

Ceylon 

^^laya 

Stnga- 

Sara' 




pore 

wak 


INDlVlDUAli rBOORAMUBS) 


Agriculture 

Transport— 

Railweys 

Roads 

Forts 

Othem 

Fuel and Power 

Industry and Mining 

Social Services— 

Education 

Health 

Housing 

Others 

Total percentage , 100% | 100% 

Totals m million £ 1,379 


Fulds of activities 
Agriculture 
Transport 
Fuel and power 
Industry and Mining ., 
Social Services 



Total Cost in 
million £ 

596 

627 

122 

194 

330 


In percentage of 
total programme 

32% 

34% 

6 % 

10 % 

18 % 
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BaSIO ASgUMPTIONS OF THE PLAN AND EINANOIAL OHARAOTER 

In analysing the plan for the financing of the plan for tfie oountnes 
there is one thing that is very important and that is the basic assumcti ’ 
of the people putting up the plan which in this case were the financial limiu' 
tions or financial framework They will not have estabhshed a real 
integrated economic programme, that by chance for Ceylon came to 60 
miUion pounds and for Pakistan at 1,200 miUion rupees These figures can 
not be the result of making a plan where about 200 or 250 detailed plml 
have been added up It is very clear that the Colombo Plan has started with 
the financial nuoleous, that it has been said that over 6 years, Pakistan could 
stait within a framework of 200 milhons rupees a year, to come from abroad 
and that Ceylon could spend 10 milhon pounds In other currencies these 
figures would not be just round figures So by this way to analyse the pro- 
gramme you go more or less into the kitchen of the people who have cooked 
this up and you see what their basic assumptions were. The basic assump 
tions were not the composition of a plan covering all parts of economic life 
and set up by a large group of economic planners The plan has been made 
by a group of financial planners and the economic planners after that hive 
been asked “If you get that amount of money, what would be the best way 
of using it” 

It is at this point that the members of this training centre, some from 
the financial side, some from the economic and some from the teohmcal side 
have to fit together to get a balanced programme Many items in the nor¬ 
mal development programmes of a country it will be the technicians who 
come out with ideas about something that should be done And then the 
economists come and assess the plan and then at last the financial poeplo 
come and veto it or agree, but m this case it has been the financial people 
who have considered what would be reasonable—financially possible in the 
development of these countries 


Domestic and foreign finanoino 


In Table C figures are given about the proposed financmg Here you 
find rather different figures for the division between domestic resources 
and external finance considered needed in different countries In India, 
44% IS consideied needed and in Ceylon under our new figures it would bo 
about 60%, and m Malaya also it is 66% In Pakistan it is 46% Now we 
find another figure and that is the total domestic mvestments that are 
considered possible in the country, mcluding the private mvestment outside 
the programme I told you about the industrial programme of India— 
how large that was in proportion to the total and how large it was in pro¬ 
portion to other countries You find that in the first part of our table as 
720 for India and 60 for Pakistan For Ceylon and Malaya the figures are 
not given, and the tea, rubber and coconut plantations and the tin mmos, 
oil fields in Borneo are absolutely excluded from this whole programme 
But the total domestic investments which are considered possible m these 
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leeions are given In the case of India 772 plus the 720 private invest- 
ntoutside the programme. So there yon come at about bilLon pounds 
Jtwling for India and 200 milUon for Pakistan The figure for Ceylon is 

70 

Then I have put under those figures for our programms the cost of capi¬ 
tal goods to be imported They are given in the book as 237 for India and 20 
forWhya and N Borneo Then I have caloulatod the inoidenoo of the 
larger domestic production for the prog'-amme on imports An I those are 
th 0 °figur ®3 that are given as 80 for India and 49 for Malaya Here you see 
iti these figures how important it is to caloulate that secondary incidence on 
imports On a programme of 772 million pounds ste-ling in India, you 
find only 80, and on a much smaller prog-ammo of Malaya you find about 
50 Now if in the financing of a prog-amme you woul 1 only take into ac¬ 
count the figures of 237, 113, 39 and 29, espocially for Ceylon and Malaya 
you would provide for only about half or loss than half of the foreign pro¬ 
ducts that arc needed to carry out the programme without mfiation 

Now what are the total import requirements of the development pro- 
gfjnnne —317 million for India, 131, for Pakistan, 67 for Ceylon and 89 for 
Malaya If we deduct that from the total, then we get the expenditure for 
puio domestic goods and services I have put in the word pure because I 
hive deducted from the domestic resourcos and domestic services the in¬ 
cidence on import of this production There you find again a range of 
figures 1062, 149, 35 and 38 And then we find the domestic resources 
considered available Now the domestic resources for Pakistan are assessed 
atl 51 andthenoedat 149,C0ylonhaa42andthen0edi3 35,inMalaya46 and 
and the need is 38 So theee countries assessed the secondary impact on 
their imports for domestic production very well They come out m the 
same way as we would have calculated it here The only case where it is 
different is the case of India and there 290 milhon pounds sterling asked 
for foreign financing for pure domestic production and that figure would 
need further clarification and explanation, before we could get deflmte 
answer as to what that does mean for the economy of the country The most 
obvious conclusions, which is given only in veiled words in the report, is 
that this money cannot be borrowed, but that grants have to come m and 
that the “counterpart” of such funds would be used for the development 
programmes, in a way similar to the Marshall Plan for Europe 


TABLE C 

DOMESTIC AND FOREIGN FINANCING 



India 

Pakistan 

Ceylon 

Malaya 

and 

N Borneo 

Total cost of development pro¬ 
gramme m 1961-67 

1,379 



107 

Pnvate mvestanent outside pro¬ 
gramme 

720 


9* 

n 

Total proposed investments in ^ 
period 

2,100 


±110 

±120 


•Excluding tea, rubber, coconut contd. 

tExcIuding cBtatea and tin mines. 
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TAELS C—eoncld. 

DOMESTIC AMD FOREIGN FINANCING—condd. 



India 

Pakistan 

Ceylon 

Malaya 

and 



. 


N Borneo 

Domestic resources for deve- 

772 


42 

46 

lopment programnies 





External finance considered 

{.07 


60 

61 

Total development programme 

1,379 

280 

102 

107 

Total domestic inveatmontfi 

1,492 

201 

±70 

±60 

Cost of capital goods to be iin 
ported 

Incidence of larger domestic 

237 

1 116 

30 

20 

80 

16 

28 

49 

production for programme on 
imports 





Total import requirements of 

317 

131 

67 

60 

development proprammes 
Expenditure toi puie domeatic 

1,062 

140 

36 

36 

goods and services (total pro 
gramme minus totiil impoit 





requirements) 


151 

42 

4b 

Domestic resources 

7 72 

External financing of domestic 

290 




production consult led needed 

—2 

—7 

—8 


COMFAEISON OF MBTHODS FOR RAISING DOMESTIC FINANCIAL 

resources 


I tried to asbemble from tids and bits of notes in the publication the 
different ways which the respective governments envisage to raise the ne 
cessary domestic savings 

A India 


Public sector • • over 1951 1957 

Surplus of state-owned enterprises (mainly railways) 
Railway depreciation fund 

Current revenues of Central and State Governments 
Net borrowings from pubhc 

Total 


E,s 

1,800 

1,200 

4,900 

2,400 


10,300 


Current revenue includes present expenditure on development and 
also Rs 1,100 economies in public expenditure 

Private sector orer 1951—1957 m total 


Rs. 11,575 m m (increasing from 1,600 to 2,600) 


•Stated eleewhere to amount to Rs 2,260 per y»r 
sourcefl of finance are inoludod in tho figure of Rb. 2.250 m P 7 
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The sources of savings for this investment will be the reserves of eompanies 

tndpnvate savings 


B Pakistan 

pdhc sector • • over 1951—1957 

The contribution from private savings can be deducted from statements 
regarding other sectors, viz , 1200—400—450 = 350. 

From pubho revenue, through some economies and increase m existing 
tares Bs 600 m.m 

The government therefore will have available Rs. 850 m m for the 
pubhc sector. 


Semt private sector 


Pnvate mvestment m development programme (cotton, jute, paper 
and other enterpnaes) is estimated at Rs 400 m.m. 


Private sedor 

Total private savings are estimated at Rs 200 m m. annually, or 
Rs 1,200 m m m total, out of which Ra 450 m m will be mvestment out¬ 
side the programme 

An interesting comparison between India and Pakistan is the difference 
in pnvate financial resources In India nearly Rs 12,000 m.m is ear¬ 
marked for private industry and Rs 2,400 m m for pubhc sector Out of 
the total of Rs 14 4 bilhon, 83°(, is for the private sector In Pakistan 
pnvate savings are estimated at Rs 1,200 m m , out of which 350 m. m. 
18 earmarked for pubhc works, 400 m m for semi-pnvate industry and 450 
m m outside the programme A percentage of 70% only is for private 
industry 


C. Cevlon 
Public sector 

Internal loans are envisaged to an amount of Rs 460 m m. average of 
Ra 76 m m , as compared with Rs 46 ra m in 1948-49, Rs 30 m m m 1948- 
49 and Rs 30 m m m 1949-50 

Planned budgetary surpluses . Rs 360 m m. 

Total domestic financing Rs 810 m m. 

Annual domestic financing will be Rs 135 m m. as compared with 
Rs 116 m m. on the average over the years 1947-48 to 1960-51 

The additional effort of Ceylon is Rs 19 m m yearly 


Pnvate sector 

Has been excluded from the considerations 
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D Bbitish territobies 


It IS difficult to raise government loans locally When the Fed 
Government of Malaya tried to raise £12 m m locally m 1947-48 ] 

£ 8 m m was obtained, of which £ 6 m m corns from Banks The 
deposits of the savings banka are only about £ 8 m m 

Steps are being taken to increase the yield from income-tax 


Private sector 

Estates and small holdings, mines, manufactuiing industries and com. 
merce, are excluded from the considerations 


Recokstructior of some basic finarcial figures ir the 
Colombo Plan 

The White Paper does not give all the details of the Colombo Plan and 
in quite a number of cases many important figures are missing, As 1 have 
told you, I am convinced that the planners had a financial ceiling more than 
a lack ot plana I tried to reconstruct some of these figures and put them 
tn italics in the next table about India and Pakistan For Ceylon and 
Malaya it seems futile to divide the programme and its consequences over 
the SIX years of the planned period. 

(Milhous of rupees) 


India 

1960-61 1 

1961 52 

1052-53 

1953 54 

1954 65 

1955 60 

1956 57 

Planned investment 
in public sector 

2,250 


3,070 

3,070 

3,070 


3,070 

Estimated m private 
sector. 

1,600 


1,750 



2,250 


Total investment 

3,860 

4,670 





5,070 

Import of capital 
goods for public 
sector 

380 

660 

660 

560 

660 j 

660 

560 

Import of capital 
goods for domestic 
private mvestment 

480 

480 

525 

670 

615 

076 

780 

Incidence of pro¬ 
gramme on con¬ 
sumers imports 

m 

250 

250 

250 

250 

250 

250 

Total imports needed 
for Colombo Flan 

660 

810 

810 

810 

810 

810 

810 

Total need of import¬ 
ed capital goods 
for mvestment 

860 

1,040 

1,086 

1,130 

1,176 

1,235 

1,340 
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(Millions of rupees) 


India 

1950 51 

1961-52 

1952-53 

1953-54 

1964-65 

1955 56 

1966 67 

Available internal re- 

1,320 

1,360 

1,476 

1,690 

1,750 



sources for pro- 
graniitte 








rordomeatio private 
investment 

1,130 

1,130 

1,300 

1,470 

1,850 


2,270 

2,450 

2,490 

2,776 

3,0b0 

3,400 

3,850 

4,360 

Total domeatic re 

National income (bil- 

9G 

97 

98 

99 


101 

103 

lions) 








Domestic reaourcea 

2 5 

2 5 

2 8 

3 1 

3 4 

3 8 


in % of net in- 








come 

1 








External resources 

930 

1,710 

1,600 

imssi 


1,070 

980 

sought 


470 





Out of which f 

_ 1 

470 

'WBm 


470 

470 










Foreign invest- 

menfs and loans 
sought 

Increase in domestic 

( ) 

1,240 

1,130 

1,010 

800 

600 

510 

370 

900 

790 

670 

460 

260 

170 

resources needed if 
pure domeetio acti¬ 
vities flnanoed do¬ 
mestically 








ib\d in % of net in- 


0 90 

0 80 

0 7 

0 45 

0 25 

0 16 

come 








Foreign investment 

( ) 

340 

340 


340 

340 

340 

needed in case 








doiuestio savings 
are stepped up 








Imports of “develop 
goods ” 

1,900 

2,100 

2,200 

2,300 

2,400 

2,600 

2,600 

lAid in behalf of 

860 

1,040 

1,085 

1,130 

1,176 

1.235 

1,340 

programme and 
doraealio in- 








dvistry 

1 



1 




Pakistan 



1953 64 

1964 66 

1966-66 

1956-57 

Total 

Planned investment 

335 

480 

480 

436 

435 

436 

2,600 

estimate 







Private sector out 

76 

76 

75 

76 

75 

76 

460 

Side programme. 








Total Investment 

410 

665 

6sa 

SIO 

610 

610 

3,160 
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Import of capital 
goods for plan 

ibid for private m- 
vestment 

Incidence of pro 
gramme on consu- 
mera imports 

To tal imports needed 
for Colombo Plan 

Pare domestic ex¬ 
penses 

Total need of im 
ported capital 
goods for invest¬ 
ment 

Domaatio resources 


145 

100 

190 

25 

25 

25 

16 

30 

30 

160 

220 

220 

176 

280 

260 

170 

216 

216 


Foreign finance 
sought 

Financed bv £ balance 


Loans and invest¬ 
ments sought 

To be financed tem¬ 
porarily 


Ceylon 

Total programme 
Available mtomal resources 
Imports of capital goods for programme 
Incidence of programme on consumers imports 
Total need for imports 
External resources sought 
Out of which £ balances 
From other sources 

Financed from balance of payments surplus 



For whole period 

Rb 



1,369 

(£ 

102) 

687 

(£ 

42) 

720 

(£ 

39) 

373 

(£ 

28) 

893 

(£ 

67) 

802 

(£ 

60) 

253 

(£ 

19) 

549 

(£ 

41) 

91 

(£ 

V 


f 10 
£ 6 & 2 > 
£ 11 *6 


The last column reveals the basic data, programme (17)»«10-h'J , £ 60 external lesoarcw 
are divided in £ 16 plus 6 tunes £ 8 8 
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Bntioh Temtonee 

For who! 

e period 

Amounts in (H) 8 


Federation 

Singapore 

N. Borneo 

Sarawak 

Total 

Total public progromme* 

384 

452 

45 

39 

920 

Internal ftnonce available . 

75 

302 

9 

9 

395 

Kiteraol finance sought 

309 

150 

36 

30 

526t 

Coat of capital gooda imported 
for programme 

44 

46 

4 

3 

1 

96 

Incidence of plan on consu- 
roera imports i 

(180) 

(245) 

(12) 

(13) 

(450) 

Total need for imports 

224 

290 

16 

16 

546 

Paid out of balance of pay 
meats flurplufl 


140 



140 

rmancing of domestic pro¬ 
duction sought. 

85 


20 

13 

119 


‘Pnvate mdustnea excluded m all temtonee 

fFinrt year, £9 (M 877), later years, £10 4 average (M|90). 
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PREPARING THE FINAL PROSPECTUS 
AND PROPOSAL FOR A DEVELOPMENT 





preparing the final prospectus and proposal 

FOR A DEVELOPHENT PROJECT 
introduction 

This course will cover first a discussion of the form the prospectus or 
gtatemenb of a development project should take and what items it should 
(joyer and work to plan such a project and to 

nrepare such a report might be organized and scheduled A suggested 
OTfcluie for such a statement is given at the end of this series of lectures 


Contents oe a pbojbot statement 

It will be useful to review first the elements which should be covered m 
the statement or prospectus of a development project. There are 8 major 
seotiona in the proposed outhne : 

Ihist a review of the resources available and what development is proposed 
to be made of them Second, a statement of the engmeering and physical 
aspects of the whole development This includes what construction is 
involved, what engineermg work is involved, if any, together with blue 
pnnta and estimates of the cost and a time-table of development and costs 
Third, a teohmeal appraisal, including the agricultural aspects and the 
industrial aspects, of what can be produced as a result of the development 
This should include the problems involved in utilizing those resources, and 
a tune table of how rapidly the project can be brought to full production 
Fourth, a statement of the proposed admmistrative arrangements for the 
development project. Fifth, the proposed arrangements for financing 
the development Sixth, the question of the relation of the project to the 
national economy and to national development programmes Seventh, 
the appraisal of the prospective costs and the prospective benefits, inoludmg 
both direct and indirect benefits, both overall for the life of the project, 
and step by step by time periods of the development Fmally, eighth, a 
summary statement of aU aspects of the project, brought together for 
admmiskative and financial consideration 

Any outhne can be prepared m many different ways Some of these 
items could be lumped together and some of these could be separated into 
parts. But I beheve this covers all of the phases and aspects of the project, 
which we have discussed from time to time durmg our Trauung Centre, 
and provides a reasonably logical way of presenting them for consideration 
by others who do not know about them. Further, it is essential m planning 
a project, to know that all these necessary aspects have been covered. 

Let us go back now and see more in detail what each of these 8 pomts 
mvolves 

I.—Review of the resources available and their proposed develop¬ 
ment ; That will mean showing the project mvolved m an area or region, 
with a map of the region showing where the project is proposed to be located, 
what the resources are with which the project is to deal. For an agricultural 
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pi eject — these would include soils and rainfall, for a mineral project th 
geology and the mineral resources, for a hydro-electric project, the w t 
for power development — the physical factors and the geology So^rt 
first statement is explaining what the project is and giving the basic t 
lines of it and the underlying technical facts on which it la based 

IE A moie detailed statement of the engineering and physical a 
pects This would cover what is proposed to be done, together 
blue prints of the proposed construction, detailed discussion of why con 
struction is as it is for irrigation, how much water there will be as water 
reserve, for flood control, what the facts are on floods and control measures 
proposed, and so on Then an estimate is needed of the engineering and 
other construction costs, both overall and broken down, either year bv 
year or hy other tune periods, during the period of construction ^ 

III Technical appraisal of productivity : Technical appraisal of 
productivity and income from what is known of technical information 
on the subject, of how much carrying through the project will add 
to the physical output of the region In the case of the Thai Project 
this would include the estimate of how much land will be brought 
in, how fertile that land will be, what are the crops to be grown 
on it, and the problems involved in utilizing it It should also include an 
analysis of how the farms should be organized and of how rapidly the proposed 
development can be carried through, both as to the water and as to the 
farming, and of the maikets for the products to be produced, whether 
agricultural or industrial 

IV. Proposed administrative arrangements The section on 
proposed administrative arrangements should show w ho is going to have 
the responsibility for planning, for construction, and for operating the 
facilities after they are completed It should also show how responsibihty 
and power, both administrative and financial would be divided between 
any special authority, if there is to be one, and the local, provincial 
and national authorities involved, what the legal basis is for the way 
in which it IS going to be conducted, and what the financial relations 
M ill he between the several authorities involved and between the individual 
farmers or businessmen and the local authorities This would lay the 
basis for estimating the benefits of the project to the national economy 

V —Financing the Project The plan for financing the development 
should show how is it proposed that the development be financed How 
much would come from the development authority, the province, and how 
much from the Central Government. It would also show how much will 
be raised internally and how much will be raised externally and at what 
rate it will be repaid 

VI. The statement on relation to the national economy and 
the national development programme involves (i) a consideration of 
how the particular project fits into the economic plans and programmes 
of the country, and also a consideration of what the returns of the project 
may be to the country as a whole This lays the basis for the appraisal 
of the indirect and in- tangible benefits of the project, in the same way 
that the technical appraisal lay the basis for appraising the direct benefits. 
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yij,_Costs and benefits of the project : The statement on costs 

and benefits of the project should summarize all, both direct and 
indirect. Here, assumed prices and assumed costs must be used m 
calculating what the value of the returns wdl be from farm production, or 
from electric generation or any other industrial production 

yilj.—Summary The summary integrates all these aspects, summar¬ 
izing them m very brief space for consideration by administrative officials 
and by financial agencies who are considering whether they can provide the 
fnnds necessary 

In presenting the project, the summary statement should be on top 
and all these other statement will be exhibits What we examined for 
the Thai Project was only the summary statement—most of the other 
material was not there 

The 8-point outline stated here differs from the proposed outline for 
this course as stated m the curriculum prepared for the Centre in October. 
That had only had 5 points and now we have 8 This reflects the way in 
which all of us are learning from our discussions Also, it should be noted 
that there is much over lap and inter-relation between different sections 
You cannot really work out the plans for financing the development until 
you appraise the costs and the returns On the other hand, you cannot 
appraise all the coats and the returns until you know what interest rate 
the money will cost You can’t set up a schedule of repayments until 
you know how rapidly returns may come in, and how much each farmer 
will be able to pay Actually you don’t plan a project in the same 
order as you present its several phases You have to have different groups 
of people working on different phases, pretty much at the same time But 
you have each group cross-checkmg with all the other ones, m preparing 
prehminary and then revised plans Then after you get the revision of 
one part, you must go back and correct the other parts What is really 
involved is a set of successive approximations by trial and error, fittmg the 
different parts mtogether The different phases have to be done by 
different sets of experts working on different parts, but keeping in contact 
with one another to make sure that all are operating on the same assump¬ 
tions and that what they have done will fit together as part of the same 
project when they get finished For example in the Thai Valley — the 
Public Works Department, the Irrigation Department and the Thai Develop¬ 
ment Authority, each independently are carrying out various parts of the 
development, hut in close collaboration with one another They must make 
sure that the Public Works people put their roads with reference to where 
the Thai people are planning to have their market towm so that the market 
towns are located with respect to the roads and the roads with respect to 
the market towns You have to provide for effective collaboration to make 
sure the plans fit together 

The order of report presentation is suggested more from the point of 
view of somebody on the outside, wanting to know what it is all about, 
than from the point of view of somebody inside planning the actual work. 
The object is to have a document which when put before some one who has 
to take action on it, should answer all the questions they would wont to raise. 
We want to write a report so that some one can read it through and see 
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that it IS all laid out logically and that all the parts fit together There are 
many other outlmes which could be developed but this la directly from 
one point of view — the point of view of the reader 


Problem of presentation 

We have been considering to this point an outline of the contents The 
next question is how do we write it out, how should we present the material^ 


Consider audience to whom addressed 

The first thing to decide is, who are you writing it for* If I were 
writing a letter home to my 7 year old daughter, for example, I would 
write it in quite a different way, and talk about quite different things,than 
I would if I were wilting to an adult, because they have different interests 
and different vocabulary Similarly when you prepare a report, you need 
to wite It directed to the particular audience whom you expect to read it 
That is true not only foi a report but technical articles and popular magazine 
articles and anything you write Unless you have a pretty good idea of 
the audunoj who is going to read it. you can t do a good job of writing 
When vcu write a professional article for your fellow technioians, you use 
technical terms and you write very technically and they can understand 
what you are talking about But if you are explaining that same thing 
to a lay audience, or are making a popular lecture to non-technical people, 
you need to present it quite differently to explain the ideas and operations 
fn just as simple language as you can toe of the great faults in Fofe8Sioi|al 
ueople trying to explain to others, including trying to explain to farmers, 
Slat they have found and what it means, is to recognize that the farmers 
Zi’t know the teachn.cal terms or the technical context m which you 
are working Probably quite frequently m giving these lectures here we have 
bee^ guilty of talking in technical terms which we did not fully explain to 
you repeat here a statement by art eininent educationlist He say 
“The teacher has not taught until the student has learned You hare 
no?done a good job of teaching if you give a lecture which your students 

Tint iindPTstand Similarly you have not done a good job of report 
cannot unc erstand b 1 ^ will be understood by the 

iTom It m If they ! 

foSJvyonr explanations, if they don’t understand, then it is not a good 

fuither youi reports are going to be consideied by institutions out¬ 
side vour country, whether you are writing in English or in French or m 

the English version of reports that were presented here R£;lac doat 
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can always make conversions But when it comes to other terms, you need 
to go through your reports pretty carefully and make sure that you have 
translated them correctly, if you want them to he read by outsiders 

There are two audiences for a report of this type The first audience 
is the public admmistrator in your own country, the people who have the 
responsibility of deciding what to do about this and other projects They 
are the ones who have to consider whether the prospective cost-benefit 
ratio or national benefit from the project you are working out, compared 
with those of other projects, are such as to justify gomg ahead with it and 
in what order of prionty Many problems that have been discussed in some 
of these lectures, particularly Dr Singer’s are not considered in a project 
statement, because they are somebody else’s business Before you can 
consider the question whether one project is better than some other project, 
you have to have at least preliminary reports on both projects The whole 
concept of this traming centre is how do you prepare an effective report 
on a single project Well public admmistrators of that sort are one 
audience. 

But it IS nob only admmistrators or members of a national planning 
board, it may also be legislators who finally must approve the appropriations 
— at least in any country where legislatures have real authority Members 
of the legislative body are likely to want to know about it so as to judge 
whether the appropriation should be made for this project or for some other 
purpose or project You may know when you prepare a particular report, 
whether it is primarily for a public administrator or primarily for the 
legislature, but at least in countries like the U K and the U S and I believe 
also in Turkey, any project prepared for an administrator is also likely to 
be put before the legislature So in view of that you should write your report 
in such clear style and language that the members of tlie legislative body 
can understand it, as well as the administrator Almost all the tilings 
that involve any close reasoning or any highly technical or scientific ap¬ 
praisal, will need to be stated in pretty simple and clear terms A second 
type of audience is any mstitution outside your country to whom the project 
may be submitted for consideration or for financmg, such as the International 
Bank While such an institution will no doubt have experts and economists 
to examine the technical sections of the report, it will also have 
general admimstrators who will consider the overall aspects of the proposal 
They will want to find the summaries and general explanations clearly and 
understandably stated, and well supported by adequate aud competent 
technical statements in the various exhibits 

Use of graphic materials 

Engineers, can hardly outline or describe a project without brmging 
in maps and makmg blue-prmts in order to develop a mental picture of where 
it IS and what it is that is mvolved Statisticians can hardly deal effectively 
with their figures or even see what their data show, without preparmg a 
certain amount of graphic material, time senes charts, frequency diagrams, 
etc Tabular presentation—tables and accounts—are also needed Thus 
after you have the best data you can get on the project, the next thing is 
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■t<j try to devise charts, graphs and maps which will help the reader to ace 
readily what it la you are doing and understand what the meaning la And 
photographs help also Any kind of a report gains significance from 
photographs, which help to give the reader a first hand knowledge of what 
things look like 


Meeting specific requirements 


This 18 a question of meeting the requirements for information of the 
agency to which the report is gomg to be submitted Many financial in 
stitutions have a questionnaire which they send out to be filled out by apph 
cants for loans You want to be certain, if you want your pioject to 
be put up to a given financial institution, that it provides all the items 
necessary for answering the questions which that institution asks If it were 
decided after national admimatrative consideration, that your piojeot was 
approved and was going to be sent forward for a bank loan, then you or 
i,omeone else could very rapidly take out from the report all the items which 
needed to be covered in the questionnaire pertaining to the project 


Finally, the summary of all aspects would really be put on top 
of the document when you get fimshed It is the general summing up 
of aU aspects of the project It would refer to the supporting exhibits, 
at different places Each Chapter from I to VII would be one exhibit, 
which would go along with the project statement, giving the detailed 
plans and considerations from w hich the summary statement has 
Len derived The exhibits on the various aspects of the project 
would really themselves be summaries of more detailed explanations 
Exhibits, for example, “IF’ would be a summary of the engineering side 
and then will be attached to that exhibit supporting sub-exhibits, II1 
and “II 2” etc which would give further details on various points to support 
Its conclusions ’ This would provide a means to assemble and organize 
the details in such a way that they can be readily comprehended, and to give 
the conclusions in sufficient detail so that they will be convincing or under- 
standable, yet at the same time give satisfactory brief overall views, both 
of the whole project and of its major aspects 

You remember what Dr Khambhu said about having aU the hydrolo 
meal records and analysis for an irrigation project, if you had them the 
appraisers were satisfied and would not look at them, if 
them, well then you had to go back and get them I have had somewhat 
the s^me experieLe in U S Government work - 

uroguamme, let us say that the final typed document is 2 thick For 
LnSJderation by the Bureau Chief you put a 20 page j 

l.n.ng the things that are in the programme, and the arguments for ^ “ 
it l^gomg up to the Secretary of the Department (corresponding to yom 
Mini 3 ter),^for^oonsideration, you would prepare a two or three page 
ofthe summary for the Secretary to read But if he decides to send it to 
the White House for the President, we would put an half page summa^ 
on top of that, aummarizmg in very brief terms what the 3 pages f 

smd and iS the 20-page summar/ said The decision may often be made 
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on that top summary. Anyone m that position making hundreds of such 
decisions a week, generally has to detennine his decisions on the basis of 
jnoh a very brief summary. The fact that the big thick document is below 
,g a thing that makes the administrative head willmg to take the action, for 
he knows than that the summary rests on careful technical study, and can 
examine the supportmg documents to throw light on any point he may find 
of interest or question 


I Rofouresg and th@lr Dsveiopment Propoied 


Location and ohabaotbb or thh fsoposbd peojbot 

Have a map of the country, to show' where the project is located in the 
country as a whole, and also a more detailed map of the project itself or 
of the region m which the project is to be located. 

A note on the method of workmg out any development project. You 
start out with a general idea of what you have in mmd and you consider m 
a very preliminary way You make a prehmmary reconnaissance or general 
survey of the whole thing, of what you think can be done, of what it might 
coat you. This would include a very rough outline of what the benefits 
might be of all the elements involved and how to get it done, but in a very 
burned superficial way This would give a first basis for judging whether 
the thing is worth lookmg into in more detail. For example with some¬ 
body thinking of building a house, you don’t sign a contract with the arohi- 
teot or the contractor until you have some general idea of what it is going 
to cost and whether you can afford it You go to the architect and say I have 
been thinking of building a house, say with about 6 rooms and 2 bath¬ 
rooms on 2 floors, possibly a square sort of house. Now about what would 
it cost to build such a housed He will ask you two or three questions and in 
4 or 5 mmutos he wiU make some rough calculations and from his general 
knowledge and experience he will say well if you don’t want too many frills 
we could do it for }16,000 or J17,CKW Then you would look around and see 
what the land would cost After you have a rough estimate of the total 
cost—may be $20,000 including the land—then you might go to a banker or 
a mortgage company and discuss a loan to help build it—how much you can 
afford to pay down, and estimate how much you have to pay back each 
month. Then you compare what you would save in rent with what it would 
cost you each month if you build the house—your prehmmary estimate of 
’costs and benefits’. You may decide it is too costly, and you plan a smaller 
house mstead—say 4 rooms and 1 bathroom If you decide on th© basis of this 
brief survey it looks hke a practical idea and one that you can afford, then you 
go ahead and make a more thorough study of it You get the architect 
to draw up a detailed blue-print, get a contractor to make a detailed estimate 
or bid on the costs, and negotiate for the mortgage or other financing 
Then when you finally start construction, you will still find a milhon. things 
that nobody has thought about before, aU kinds of little details, that even, 
the arolyteot had not laid out ahead. It is amazing that in buildmg a 
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house how many ideas each workman doing the job has on eomethine th 
did not show m tho plan This is a very small illustration of the stages 
apeoifio project So you really have 3 stages at least or preparing any co 
Crete projects ^ ” 

(l)The prehmmary reconnaissance to see whether it is worth oonsiderm 
(2) Preparation of specific plan and blue-prmts (3) The detailed aotivt 
ties in buildmg the structures or of actually working out the operation 

In the same way here, m a project report, you start with disouasing 
what you are talking about m this area putting in an irrigation proioot 
for example—just giving a general idea of what is mvolved After you re' 
view the relevant physical details and show whether or not the general 
idea is feasible, then you give a more detailed outline of the proposed now 
development It is still not a detailed engineermg plan, with detailed costs 
that comes in later. Then the second phase is really getting down to brass' 
tacks, to the practical details Here in Chapter II we start getting down 
to the real details of just what conditions are m th,e region 


Relevant physioai, and natural resources 

For an agricultural development project, we have to know about tho 
soils and then fertility, about the rainfall and chmate If it is a water 
control project, whether it is a dramage project, an irrigation project, a 
hydro-electric project or a flood control project or any combination of those, 
you also need to present specific facts as to the hydrology For designing 
irrigation works you need to present what the water supplies are, what 
the rainfall is, and its distribution through the season Equally important 
are not only what the average rainfall is, but the variations in ramfall bet¬ 
ween years and through the seasons. For irrigation or flood control, yon 
need the supply of water, other than ramfall, the flow of rivers, the high 
and the low water levels and th© seasonal distribution How much of 
that water flow is available for the use of that project^ What are the 
underground waters* It is important to study the level of the underground 
waters and if possible to do some test pumping, to determine the depend 
abihty and volume of the ground supply. One alternative may be whether 
to put in a dam and canal or whether to irrigate by pumping from wells 
For floods control you need to show what wiU be the high waters, how often 
they are likely to come, how much damage they have done, and how much 
of tho area is likely to overflow and therefore cannot be considered Drain¬ 
age problems must be considered, whether if you put water on the soil 
you wiU need to provide drainage of some sort For all then© details espooially 
for water control projects, to a less extent for agricultural projects you nood 
a careful map of the region—a map which shows not only the lay out—as far 
as roads and other features go, but detailed topography for tho actual 
detailed planning of irrigation canals, distributaries, and waterways A 
map of soil types will also bo helpful Under chmate you need to present 
maximum and minimum temperatures through the season, the relative 
dates of earliest and latest frosts, the usual hours of sunshine and the vans' 
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, n from vear to year in each, of these All of these are very important 
rJudgmg agricultural feaaibihty 

jfest come flora and fauna -which means dasonbrng the natural vege¬ 
tation and the animal life The natural vegetation and the natural animal 
life ocourmg within the region, is important, because it shows what hves 
there now, and may be relevant to in judging what crops can be gro-wn after 
irrigation has been applied, in unoxploitei regions like the Thai 

If we are oonaidermg a flood control project or a hydro-electric develop¬ 
ment project, other aspects would need to be particularly pointed out. 
ffhat IB the minim um discharge available through the year* How much of 
that discharge can be made available by the works you are contemplating, 
if you are developmg power, or something about the flood problem, relative 
to the contours and the topography, if you are proposing a flood control pro¬ 
ject. If you are studymg a project which mvolves an Jnduatnal develop¬ 
ment or a chemical development quite different considerations will come 
m A mmmg project will of course involve considering the mineral deposits 
available. The acoesibihty of raw materials is very important for mduatry. 
Some mdustries depend on local agncultural raw materials, as marketmg 
farm products, handling them cannmg or preserving them, giiming cotton, 
cleamng, pressing or refimng cotton-seed oil or oil from other od-aeeda. 
and balmg wool, or spinning and wea-vmg textiles. All of those mvolve 
a certain quantity of raw matenal, in the region or from the adjacent region. 
Other industries such as iron and steel depend largely on leady accessibihty 
of the mw material, coal, hmestone, ore, plus electric power The acoesai- 
bihty of the materials, where are they going to come from, the transportation 
lines to bnng them there obviously are things that have to come m, in a state¬ 
ment of what the possibihties of the region are. 

Rklbvajst sociai. featttbkd raVOLVBD 

This includes the related thmgs that men have already done—what w 
thepresent utihzation of the area—what kind of farming is being conducted— 
how many farms there are—what kind of crops they are producing—what the 
human resources are, what the mmerals are, where the mines are, what 
manufacturmg is gomg on, what marketing facilities exist, etc Then the 
population Population mvolves not merely the people, but somethmg 
about their age and sex. In some regions of underdeveloped regions, you may 
have a great many males, and that may have a bearing in your setting up an 
mduatry which needs women operators. In certain operations, m cotton 
textile production for instance, women have been found to be much more 
sblful than men Also, the ability of the labour, the people, to do the kind 
of work that is needed la very important. Ijater on you will see in Mr. 
Clawson’s discij°3ion that necessary training facibties are things that have 
to be taken up If you are setting up a new factory the existence of small 
factories or even handicraft operations of the same sort mav help, so some 
expenenced people will be available to become foremen and supervisor.!. 
Transportation facibties should be explained with an eye to describing 
what they are and what might need to be done if you do carry through 
yoor proposed project, to increeme the economic utihzation. 
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Another group is public services as a whole including schools both • 
mary and secondary and technical training institutions, hospitals and 
doctors, water supply, communications, power, and of course roads Und 
transportation you also will have rail transportation and trunk hne anl 
other roads You may want a more detailed statement of the extent 
of the transportation available to mdividual farms, to judge what addi 
tional needs to be done to make your project feasible as you use the area mote 
intensively The aoceasibihty of markets for the products to be produced 
must be indicated—where possible markets are—how effective the trans 
portation facihties are to get them to those markets, the existence of related 
industnes that might use the products For example if a mine is already 
there and you are going to expand forestry, pit props for the mines may Iw 
an important product you can sell, with very little transportation cost 
All of these things are mvolved in describing the existing social features 
with an eye not only to an adequate nnderstandmg of the region, but 
particularly with regard to their relation to the further development you 
propose. 

Pbbsbnt stage of development in the aeea 

This is a review of what has already been done in the area Has there 
already been a partial development m the region and are you proposmg an 
expansion of it Perhaps if theie may also be a httle statement of how well 
It works and what kind of problems were encountered In other words 
this should show what has been done m that same region, of the same sort 
you are planmng to do—how far has it gone—how well is it working 

Existino govebnmkntal and administbative adthoeities 

IN THE AEEA 

This should show what are the existing admmistrative and governmental 
authorities m the region, exactly what responsibihty if any, does the 
Central Government carry. What responsibihty does the Provincial Gov¬ 
ernment carry. What kind of local eelf-goveriung institutions are there, 
if any or all local institutions under the control of the Provincial or Central 
Government. Finally, is there any special admuustrative umt, already 
set up m the region in addition to the usual government agencies These 
facts provide the background, for proposing modifications later on if they 
are needed. 

Qbneeal outunb of the fboposed new development 

Against the earher background you show here in general outhne, what 
it 18 proposed to do with the Land, what it is proposed to do with the water— 
where it is proposed the major new physic^ structures be built, dams or 
canals and mme or manufacturing plants—just a little more specific picture 
now of what is planned to be done. While other sections later will give 
the specific techmcal details, hereafter having pamted the picture of viJml 
%s as clearly as you can, you pamt a somewhat more detailed picture of what 
you hope to make it m the future. That gives an imtial statement of what 
the resources are m the region and what it is proposed to do with those re¬ 
sources in the proposed development. 
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Davelopment 

Chapter I, is a rather brief review It la intended to summarize the 
existing conditions m the area together with a brief statement of what 13 
proposed to be done with them Many books have been Written describing 
each country so you don’t want to write another book in writing that first 
chapter Bather you will want to pick out of the books that have been 
written, the facts necessary for somebody from outside the country to 
know, as the basis for considering the proposed project That part should 
not be too detailed or too exhaustive On the other hand Chapter II, 
which is the statement on the engmeermg and other physical aspects of 
the proposed development, will need to get down to the specific facts of 
what you are going to do This chapter will be more techmcal in nature 
than the other You should bring out the essential techmcal aspects of the 
project, the engineering principles you would use in designing your irnga- 
tion canals, for example. This chapter would need to be written pretty 
much by engineers using the terms in which engmeers think and talk, so 
that an engineer reading it will see that the job has been properly done 
If a national or international authority is reviewing the project it call 
in some engineer to explam what it means. The statement should show 
that the people who wnte it are aware of the up-to-date methods in the 
field 

The items to be included m Chapter II, would undoubtedly differ from 
project to project depending on just what each mvolves Some projects 
might not involve any physical construction at aU, and might involve 
only proposed changes the farmers should make in their practices In that 
case the chapter might disappear entirely, or it might be stated entirely 
differently in terms of the methods of extension necessary to get the 
farmers to adopt the improved practices, rather than in terms of the 
physical construction to be earned through The proposed outline, how¬ 
ever, will be discussed in terms of a project, such as the Thai Projectf 
mvolving some physical construction 

Maps, plans and blub-pbints 

hirst would be maps and detailed blue-pnnts, showing the plana for 
various features of the construction Along with those should be a discussion 
explaimng the lay-out in terms that an engineer looking over it might want 
to know such as to how the strength was figured, how the cross section of 
the canal was figured, what principles were followed in designing the canal 
to carry the water flow and handle the silt, and so on 

GbKBRAL SPECmCATIONS FOB CONSTBUOTION AND EQUIPMENT 

It 18 not only necessary to show that a certain structure is going to be 
made out of concrete, but also what mixture and what remforcement if any, 
will be used For the eqmpment such as tractors, there are many sizes and 
types and you have to specify very clearly just what is needed Any one 
studying your plan later on, to see if your cost estimates are right can’t tell 
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much about it unlosa the plan itself indicates clearly just what it la that' 
to be purchased 

Relation of the puoposed stbucthebs anu equipment to the 

EESOUBCES AVAILABLE AND THE JOB TO BE DONE 

If you are designing an irrigation works for example, you want to dia 
cuss the proposed volume of water available as shown by the flow and the 
seasonal variation in the flow, and the maximum and mimmum flow m 
relation to the volume of water you expect to use This would also involve 
seasonal distribution of requirements for water relative to seasonal distribu 
tion of supplies, to justify the calculations you have made Similarly if you 
were planning a hydro-electric project, one of the first essentials is to relate 
the volume of water you have, both the maximum and the mimmum, which 
will go through your plant, the number of feet fall (the “head”) which it 
will have, the turbines to be used, and the amount of power to he generated 
Similarly a mimng or industrial proposal will need to be related to the mineral 
resources available or the raw materials available. In an industrial plant 
you will also need to have an explanation of the way the different parts of the 
plant fit together You can build a cotton mill with several different propor¬ 
tions between the number of spindles and the number of looms, depending 
on whether you intend to weave all the thread which you produce, and what 
kmd of fabiics you arc going to produce To explain the combmation of 
equipment you will need to show the proportions of different products you 
expect to produce In an agricultural development which involves heavy 
machinery for land development, the number of tractors of different sizes 
and weights and the amount of equipment for the different tractors to be 
purchased should be related to the different kinds of work to be done on the 
project to show that the combination of the type of tractors and equipment 
purchased, was properly balanced with the needs. 

In discussing the technical plans it is important not only to explain 
why you are constructing it in the chosen way, but also what some of the 
alternative plans are and why you did not choose them Wliy wasn’t the 
dam put two miles further up the river, or a mile lower down* Why wasn’t 
the canal lined with concrete instead of brick * Why wasn’t the road base 
made out of stone instead of bricks? Why were’nt wheel tractors used 
instead of crawlers* Questions such as these will be asked by outside 
authorities called m to review youi report If you show, even by a brief 
discussion, that such alternatives have already been considered and reject 
ed, and why, that will speed up the adoption of your conclusions and 
proposals 

Also, any special bottlenecks that limit the size or operation of the pro 
posed activity should be clearly indicated and discussed, whether water, 
labour supply, materials, etc. 

PeOJECTED speed and TIME SOHEDULH OF CONSTEUCTI9N 

That 18 quite impoitant How' fast do you propose that different 
parts of the project will be built and how fast will the different facihties b« 
installed* What is the time schedule for starting the first phase of the pro- 
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V t for completing the second phase, etc All that should be worked out 
^ rather careful detail, to show that the materials and equipment are not 
Iwueht long before they are needed, but that their arrival has been planned 
time to put them in the place they are needed. You remember when we 
uBted the Rasul Project, its completion had been delayed for more than a 
vear, because one rather small but essential part had not arrived, and all 
the rest of the project was waitmg for it, before construction could be 

contmued 

Estimated costs involved 


This should indicate the total estimated cost and the cost for each of 
the various sections of the project. That should make clear not only what 
costs are estimated for each different part of the construction, but also the 
different authorities mvolved if there is not one single authority responsible 
for the entire project In the case of the Thai Project, for example, there is 
the Irrigation Department paying for irrigation construction, the Develop¬ 
ment Authority paying for colonization and other farm development, and 
the Public Works Department paying for roads If there are several agencies 
involved, this section should indicate who will pay which costs, so that later 
on this can be used in studying the balance of expenditure for and income 
from the project for each authority involved 

Here for the first time, you will need to bring in some of the methods 
we talked about in Economic Forecastmg, because you will need to make 
quite clear what assumptions you are making as to changes in prices and 
costs, if any, durmg the period of construction,—whether you are assummg 
the costs are going to stay j ust like they are now, or whether you are assuming 
the costs are going to rise or fall 

It would also be desirable if possible to show a comparison of the esti¬ 
mated costs with actual experience, either on this project or on other similar 
projects elsewhere That may be particularly important because many 
countnes have conditions quite different from other countries The costs 
you are showing particularly to an outside agency such as the Interna¬ 
tional Bank, may differ quite sharply from what their experts have found 
m other countries So you need to show from experience in your own 
country that the costs you are calculatmg are reasonable and valid in the 
light of your own conditions 

In addition, a breakdown should be shown as between the cost of things 
that can be supplied from those produced within the country—your own 
labour, your own materials, your own cement, and the cost of the facilities, 
services, and equipment which will have to be imported from abroad. That 
may be qmte impiortant later in considermg the financial side and in consider¬ 
ing how much external finance you ask for and where you will try to get it 
If you know quite closely, it will also be desirable to show something about 
the countries from which the products or services are to be bought, and at 
least whether they are coming from the Sterling block countnes or from 
Dollar countries This might necessitate changes in your financial plans 
You might get loans from a bank in England to cover foreign coats or (from 
the point of view yonr national authonty), you may be able to use sterling 
balances, but not of course for dollar goods. 
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Technical and Economic Appraisal of the Physical Productiv’tw 
and Prespective Income of the Proposed Development 
and of Markets for the Products. ’ 


This chapter of the report involves the technical appraisal of th 
physical fertility of the proposed development, no matter whether a? * 
cultural development or industrial development is involved Each wmU 
he quite different 

Aobicultubah, developments 


Appraisal of productive valve of the increased resources 

(i) Resources available —Agricultural Development depend for mcroasel 
production on the several types of soil present in. the area on thoir 
pioductivity, on the resources made available by the development such 
as irrigation tluough canals or better drainage facilities, correction or 
waterlogging or other activities and on the effect of those resources on 
production 

(u) Evidence on the probable increased production —Can be obtained 
from three different sources (i) experimental evidence on the gam m 
yield from such practices, from experiments that have been conducted 
preferably in the area involved , and estimates of the production expected 
as a result of the use of the water, drainage and so forth , (n) from prac¬ 
tical experience with such practices m the same area, and (w) experience 
on the same type of soil in other areas It is also desirable to show what 
products have been found suitable. 

It IS quite important in oiganizing the practical evidence and the oxpen- 
mental evidence, to distinguish between what can be done under controlled 
conditions on experimental farms and sybat infact farmers do sucoeod in 
doing on the average in the region It is no use to show how much you 
could produce m the region, if all production was on experimental farms, 
because in fact the region is not going to be operated as one big experi¬ 
mental farm You will not be able to cultivate, fertihzo and water the 
crops with as much care on actual farms as on an experimental farm 
You may expect the farmers in your region to secure average yields above 
what the farmers in other similar regions have averaged, you may orgamze 
instructional and advisory services to help them to do better, hut 
don’t overestimate what the results will be. It is always possible to 
set up an ideal farm plan and to show under that ideal farm plan, that 
everything is happemng just right Almost invariably in practice your 
costs are higher and your returns lower than expected So m making 
calculations of this Bort,try to keep them as reahstic and as practical as 
possible 

(in) Evidence on farm organization —It is necessary to show not only 
what kind of crops can be grown and what kind of yields should be achieved, 
but also, as you have seen fiom your previous work both with Dr Taylor 
and Dr Lund, it is necessary to show what these mean in terms of 
the results on individual farms That means for the size or s zes of farms 
you expect to be orgamzed in the region, and for the kinds of crop rota¬ 
tion you expect them to use, how the farm budget is going to work 


432 




PBOJHOT aTATSaiSNT 


out Here you have to look at the economic side as well as the physical 
side You need to show what will he a reasonable production, how much 
ifillbe home consumed for food, feed, or seed, how much will be available 
to be sold and what will be the resulting incomes and expenditures on 
various sizes and types of individual farms That of course involves 
making some forecasts and assumptions on what future markets and prices 
will be, along the lines discussed in other lectures You may beheve that 
some of the farms m the region on one t 3 rpe of soil will follow one type of 
farming, but other types of farms will prevail on other types of soil For 
example, they may not be able to grow cotton on that soil and will have 
to have a different type of farming So you will have to work out 
farming organization and budgets for each of these different types, and show 
what each may be able to produce, sell and pay back for the water or other 
public serv ces used Similarly if there are sharply different soil types in the 
region, it will bo desirable to work out your farm organization outline and 
budget separately for each of these soils 

You might also compare returns from various sizes of farms, you might 
want to show if you are setting up a project m terms of 10 acre farms, 
what would have happened if you had taken 8 acres or 12 acres, or at 
least have a brief indication More of the total out put would go for 
family use on an 8 acre farm, so that little would be left to sell It is 
probably desirable in many cases to show that if the farms are made too 
small that the farmers cannot pay back their loans, because the pressure 
of population is so great in many countries that administrative officials 
are always likely to ask Why don’t you use smaller farms and take care 
of more people on this project * 

(ill) Spetd of settlement and development —How rapidly are the agri¬ 
cultural areas likely to be settled up, how many farms might be started 
each year ’ After a farm is started, how long will it take the farmers on that 
farm to reach full production * You remember in the Thai, the low yields 
they got the first year Some of the villages, recently settled, were not 
growing enough feed to even have dairy cows for milk for their children 
It IS desirable to work out as accurately as you can both the rate at which 
farms may be settled and the length of time after they are settled when 
they begin to reach fuU production. That estimate should be support¬ 
ed with evidence of how long it has taken to reach full production on other 
earlier projects You will find in some of the reference books m the library, 
mformation on the speed m which production has increased in past 
projects, on the way, the number of farmer settlers increased and the 
acreage and production of crops You should make your estimates realistic 
and practical on how rapidly the production will increase, how rapidly 
the settlement will take place 

(«) Dealing with special problems —Then finally you should show from 
the evidence that is available tho best means of deahng with any special 
agricultural problems which exist in the area, such as in the case of the 
Thai valley, how the shifting sands could best be dealt with In areas that 
have excessively light or excessively heavy soil, what special problems do 
those soils persent, and how you plan to meet those problems ^ Or if the 
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soil is very devoid of orgaaio matter, how will that be corrected ® In the 
Thai area we saw that farmers would need to grow and plough under ereen 
manui-e crops durmg the early years, to build up the orgamc matter m 
the soil. In such a case you have to show in your farm plan the coats of 
seeds for such crops, that aro going to be ploughed under, and that the 
farm plans provide the necossaiy labour, seed, equipment, etc 

Industbial developments 

(t) Expected products —What amount of product can be ezpected to 
be produced from resources and labour available and the equipment to be 
installed That covers what is the capacity of the plant, and what are 
the resources 

(n) Speed of completion —With the operating conditions that prevail 
in your region, how rapidly will the plant be completed, and how lon» will 
it take to reach full production after it is built, in the light of 
experience with similar industries in other regions ? If you are startmg 
a cotton mill for example in a new region, how long will it take to get the 
mill to operatmg, and how long will it take to get running at full capacity 
after it is started * It is not only the job of gettmg the mill running, 
it is also a question of trauung the workers you are gomg to use. You 
may brmg m some expen enced people to start the operation and then 
later on they wdl teach the others But no one learns to do a job the first 
time they try I was talkmg with the owner of one of the large cotton 
mills m Lyallpur He starts his workers out, after an apprentice period, 
takmg care of 200 spmdles and then after they have been workmg for 
some months, he gives them practice in handling more spmdles, until he 
trams them up to a pomt, where each person can service 400 spmdles. 
So he 18 brmgmg them up step by step to the full production and the labour 
costs per unit he had assumed when he purchased the equipment 

(ill) Expected quantities of products —If the plant will process agn 
cultural products from the region there is the question of how much of 
such products will be available for its use, say 5, 10 or 15 years, 
after the time the project is complete Answering this question in¬ 
volves field experience with similar production in other regions If you 
put up a sugar factory or a cannmg factory for fruit, or a Cotton 
ginning factory m a region not already growing such products, you 
can’t expect in the first or second year that you will instantaneously 
have a volume of products ready to operate the plant to full 
capacity There you face two difficult alternatives If you build 
the plant too large, it may be many years before you will be able to 
operate at full capacity and so that means that your overhead costs will 
be high during that ‘period, because you have to pay the interest and de¬ 
preciation on the whole plant, even though its runmng far below capacity 
And if you build it too small, then you may find when you do reach capacity 
that your operatmg costs are higher per unit than with a larger plant So 
you have to select between those two alternatives the size of plant you can 
get gomg fast enough so you wdl not be crushed by the overhead charges, 
and large enough so after you do get it gomg, you don’t have too high 
costs compared to other larger plants The larger the plant is, the lower 
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the cost IS per umt of production, and the leas overhead charges for the 
equipment are upto some optimum pomt for each type of product. 

On the other hand, t'le larger the plant, the further away you wdl have 
to shp your products m order to find a market for them If the pro¬ 
duct 18 heavy or bulky, and expensive to transport, you have to strike the 
test balance between the increasmg costa of shipping and marketing over 
longer distances with larger volume, and the decreasing coats of production 
Within the plant 

(t!i) Special technical problems in the region —What are the special 
tcchmcal problems m the region effectmg the operation of your plant* 
For example, some manufacturing plants require a certam absolute 
humidity and relative humidity mamtamed mside the mill If the 
temperature gets too high inside or outside durmg the summer time, 
it may require very expensive equipment to aucondition the plant, 
to cool the air or even refrigerate the air Cotton mills require special 
eqmpment to control the amount of moisture in the air. But if 
you have a saturated atmosphere at 120° temperature, no one can bear 
to work m it and even the equipment may be affected as well as the work¬ 
ers Another problem which is frequently overlooked m locatmg mdustnal 
plants IS the suitabihty of the water—not only farms need water, many 
types of mdustries need water The generation of electrrc power by 
thermal plants requires a large amount of water for coolmg to generate 
the power efficiently, so you need a large and dependable amount of 
flowing water to make a steam electric plant efficient In considering 
industrial projects, you will have to consider both the volume of the water 
and its hardness The water may be so hard, it may have chemicals 
in it that make it unusable for different types of mdustries, or it may 
•corrode the boilers and other equipment These are just lUust'ations of 
the sort of natural conditions that have to be looked mto, to see whether 
a particular plant fits th i region In makmg wood pulp or in makmg paper, 
agam the quality of the water is very important If you consider 
the setting up a chemical plant or smelter there is the question of the 
Buitabdity of the specific ores m the region, or the other raw materials 
■of the region, There are many different ways in which iron appears in 
nature, for example and the type of plant has to be adapted to the proper 
use of the available ores 

After you show what difficulties exist you must know how you plan 
to deal with them If the water is not suitable, yo i might find it possible 
to treat it chemically to make it usable for example 

Pbospective mabket 

It 18 also necessary to consider the possible size of the market for the 
products to be produced If the products are to be sold domestically how 
large is the domestic consumption and how much of that is already supplied 
by other domestic plants * How expensive will it be to ship the product 
and to set up marketmg arrangements for it, through the whole territory 
to be reached * In how much of the country woU it be possible to sell the 
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product at a pnce as low as or lower than, imported products of the same 
quality can be bought ? How long will it take to estabbah a reputation for 
the new product, in competition with the previous supplyi ? 

Similarly, if the product la to be exported, how expensive will it be to 
atrip and sell the product to export markets * How large a volume of sales 
can be expected * What is the trend of world supply, demand, and prices 
as alfectmg possible sales ’ 

In both cases agricultural and mdustnal, the analysis must be finally 
reduced to terms of how much of the product can be sold, by time periods 
and the price estimated to be received at the factory or farm, in the hght 
of all the circumstances and outlook for the commodity (See also Chapter 
VII, Section 1 ) 


Pbospective output from the project 

The fi.nal point is to bring together in as defimte terms as you can give 
the prospective output you expect wdl result from the new development in 
the light of the teohmcal appraisal of the possibilities This should cover 
both the eventual output At the completion of the development and an 
mdication of how long *t will take to reach that by stages, and the 
sales value of the output m the light of the economic outlook for the 
products. 


Additional comment 

One point on the general presentation in the importance of expnmental 
evidence m dealing with a new region In many cases if you take up 
a project for a new region you will find that there is no experimental 
evidence for that region Every one of your countries have had many 
such projects—some of them m 20 or 30 years old—the history of which 
will throw much light on many of these points Also, you must 
adjust your future research work to provide experimental evidence on the 
possibilities of future projects. In planning your agricultural research 
programme you should locate some of the experimental fields, m some of 
the regions where you expect to develop agricultural projects in the future 
Then withm the next 2 or 3 or 4 \ ears, you wdl begin to know what some of 
the answers are and can plan the project or carry it forward without havmg 
to operate on the basis of guess work, and not havmg to make very large 
expenditures on equipment or canals or ways of puttmg m seeds, hopmg 
you have the best method's, without knowing by experiment whether 
they will work Even before you have irrigation water ready from canals, 
you can put in a tube well and use pumped water to find out what the 
effect of water on production is under the actual conditions for the region 

You may not be able to use some of the suggestions on what should 
be presented m presentmg a development project, because you don’t 
have the necessary experimental evidence A little plannmg of experi¬ 
mental work to fit into the development of your country will help 

'For a detailed example of steps in studying the size of a local market, sea 
“Will Making Concrete Block Pay m Your Community ?” U 3 Dept, of Commerce, 
Industrial (Small Business) Series No 23, Washmgton. 1946, pages 1-^ IS—18 
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The economists problem is not only what is the ideal way to do 
a thing, but more is what can be done practically withm the limits of the 
time, energy and resources that you have in your country No doubt 
there are many technical problems in making existing farms more 
productive on which possible experimental work can be well utilized, and 
in many countries experimental work has helped to improve the general 
efficiency of farm production. You don’t want to put too much of 
your resources on research, so you have to plan how much you can afford 
to do and how much of it should be m developed areas or in undeveloped 

Here in Chapter III, we started out to be considering solely techmeal 
appraisals But we could not talk very far on farm organization without 
bringing prices in Similarly, possible markets and prices for industrial 
products had to be considered, to estimate the possible value of the pro¬ 
ducts Questions of marketmg and of economic demands for the product 
mtII come up m the later chapter, where you consider costs and returns. 
But here, we had to bring some of the results of those considerations forward 
m order to consider the economy and economic productivity of various pos¬ 
sible farm orgamzation plana in the region 

One other point is the relation of a new industrial plant in a region where 
there has been no such industry to its abihty to secure the supplementary 
resources and facihties to make that plant work economically If you by 
an automobile here to-day you find garages, repair shops and gas stations 
ready to service and fuel it for you The same way in industrial plants, if 
you begin in an estabhahed region, you depend on special services that have 
grown up around the industry, not only on skilled labour used to working 
on such plants, but also on skilled personnel to repair the equipment and 
provide the special supplies you need If you bring an auto into a completely 
umnhabitated region, with no facihties, then you have to repair it yourself 
and to import your gasoline and your oil and make every adjustment yourself, 
or tram a mechanic for the purpose It is a far more costly affair The same 
way if you start a new mdl m a region where there has not been any mill 
of that sort, your cost to provide these services that ordinarily are provided 
by other mdependent establishments may be quite high So you have to 
consider not only the plant as a unit, hut also the supplementary servicea 
needed to go long for efficient operation 


IV Proposed Administrative Arrangements for 
Conducting Development 

This subject overlaps 100% the course that Dr Clawson is teachmg. 
In that course he is gomg mto aU the problems involved m working out 
effective admuustrative arrangements for a project Here we are concern¬ 
ed with what we should say about those arrangements m drawmg up your 
statement of a proposed project after they are planned In some cases you 
might be writmg out the proposals and statements for a project which had not 
yet received legislative or other sanction. In that case the proposal might 
include legislation to establish a project authority That legislation might 
not be passed until it was assured that the project was to be earned 
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through. It might be the statement was being written to show what legi i 
tion and financial and admimstrative arrangements would be needed ° 

Pomts which should be covered include — 

1 responsibility for planmng, construction, and operation, 

2 the division of powers between different authorities 

3 the relation between the project authority and the mdividual 

people on the project, 

4 the arrangement for supervising construction, and 

6 the arrangements for operation and maintenance 

Proposed organization and responsibility for plannihq 

CONSTRUCTION AND OPERATION 

This section should mdicate quite clearly what agency or agencies have 
the responsibihty of those operations If the plans have already been 
drawn, who drew the plans should be shown If there was no participation 
m drawing the plans by those who were going to carry them out, what 
provision will be made for those who will carry them out at least to sit down 
and discuss the plans with those who prepared them, to ensure continuity 
of action ^ Lilcewise, who has the responsibility of constructing the project * 
Finally who will have the responsibility for operating if after it has been 
started 

Proposed division oe responsibility and powers between 

AGENCIES 

This should show the proposed distribution of duties and powers between 
emstmg local government agencies, provincial government mstitutiona, 
and national authonties, and also the special project authority, if any is to be 
established The statement will need to make clear the division between 
these several authonties (i) as to admimstrative powers—who is going to 
be responsible for domg what and how are they going to work together 
m domg it {ti) as to the financial power and responsibility What power 
will each agency have on the financial side, and what responsibility does it 
have ^ That includes the power to levy taxes, power to collect charges from 
farmers It should also show what responsibihty each agency has for 
financing the project and in what way. Finally, the legal basis for any new 
or special project authority should be shown It is not enough merely 
to say that it is proposed that project authonties will be established, with 
such and such a structure or such and such a board of directors or such 
and such officers You must also show that there is an adequate legal basis 
for it m your country. It may be that there is already existing general 
legislation under which this can be done—the incorporation of new agencies 
by the government may be already authorized—or it may be that special 
legislation will be needed to provide for it Or there may be a provision m 
the constitution or other basic law which makes it impossible to set up 
such a special authority—amendments or changes in the basic law may be 
needed to make it possible to set up the kind of authority that you have 
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outlined. Such problems need to be explored by lawyers and a statement 
vwitten showmg what will be the proposed structure of the authority you 
are gomg to create, that it wiU be possible to go ahead with it, that you 
won’t run mto unsuspected legal snags. Such legal difficulties, even after 
you had assured the financing, might hold you up sometimes for a couple 
of years 

Pkoposed relations between the Project authority and 

INDIVIDUAL EARMEBS, SETTLERS OR BUSINESSMEN 

This would apply to relations between individuals and the responsible 
local authority, if the project is being operated by the local government or the 
provincial government rather than by a new authority or by a private 
agency Projects might be set up by a private or even by a mixed corpora¬ 
tion, whichever the form is, as well as by a public agency Here we explain 
the proposed relations with the individual farmers oi settlers or businessmen, 
or others who are involved in carrying the project through Those proposed 
relations will cover many things Arrangements will be made both ways 
On the one side are arrangements made by the agency for facilities to be 
provided by the agency to the individuals who will be carrying on business 
on the project On the other aide are the scheme of payments or repay¬ 
ments by the individuals to the agencies In some cases if you have divided 
responsibility as in the Thai, those repayments may be made partly to a 
local authority and partly to other institutions You may have to pay 
provincial taxes or national taxes Those arrangements should be planned 
and clearly shown 

Also you should plan out rather thoroughly what scheme of repayments 
is going to be used In an irrigation project it may involve the question of 
whether water will be paid for on a per acre basis, a crop acre basis, or on a 
quantity of water basis The method selected should be such as will secure 
the most efficient use of the water available to prevent it from being wasted 
and to secure the largest crop or the largest annual production with the 
water available Are the proposed charges reasonable to the farmer as well 
as adequate to meet the project cost ^ Of course the discussion of that last 
problem will need to look to two parts of the work—back towards the dis¬ 
cussion in Chapter III, of how the economy of the individual farmer work 
out, on the individual farm units of that region, and forward to the later 
discussion of costs and returns (in Chapter VII) But here from the point 
of view of that one thing, the proposed constructural relations, the proposed 
relations between the individual settlers and the agency will be needed to be 
indicated in clear detail 

Dr Clawson —Assuming that it is an agricultural irrigation project it 
will be well worth while also to talk about the present ownership of the 
land. If it 13 going to be changed it can very well be changed, for your 
irrigation development—how you propose those changes will take place 
Now I must confess that I know very little about the ownership of barren 
ummgated land in Pakistan or anyother of these regions, but if it is public 
land owned by the province or the Central government to-day—how do you 
propose to transfer that to private ownership. If it is now privately owned 
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Jiow do you propose to acquire ownership It has been the experience m the 
U. S that if you do not exercise some form of control over such transfers the 
preaentownerof the barren land captures a great deal of the so-oalled'un. 
earned increment from the development, and often times saddles the settler 
with an impossible debt Either he absorbs a lot of his scanty capital m 
the purchase of land and does not have enough to develop his farm or he 
incurs an excessive indebtedness or both Anyone examining a project 
report and a proposal for financing would want to know something about the 
proposals for shifting land ownership from its present ownership to the 
future ownership 

Proposed arrangements for strpERVisiNG construction 

This will involve all the things that Mr Clawson will talk about on 
this subject, showing how in the case of the particular proposed project the 
various problems will be handled One of the moat essential ones is (i) will 
the construction be carried through by the agency or by other public authori¬ 
ties directly on their own account, or by contractois * If it is done by 
contractors, will it be done on a coat basis or will it be done on a fixed price 
contract basis ^ Further, how are you going to make sure the contractors 
are competent to do the job * Even if you find the contractors, what 
assurance do you have that they have the resources to live up to their contract 
to do the job at the price they have agreed to * How are you going to 
supervise construction, to make sure that they build according to specifi¬ 
cation * What checks do you propose to use to make sure that you will get 
what you are paying for * All of these questions must be answered 

Western contractors are used to a very careful check of each stage of the 
operation making sure that the cement is of the strength agreed upon, that 
the thickness of the wall or the thickness of the payment is of the thickness 
specified , that the standard of performance, such as the control of the amount 
of water and cement in concrete, the control of the composition of the steel, 
the control of the accuracy of finish of the equipment, is carefully done If 
these controls are not carried out sufficiently well in the East, western con¬ 
tractors, used to operating under a strict governmental control, and getting 
out here where they could operate without those strict controls, may take 
advantage of the situation and make quite unreasonable profits by skimping 
on the work All of that will come up under how you propose to see that the 
construction is earned out according to plan, according to specifications, at 
the price agreed upon, and within the time agreed upon 

In letting contracts, it is essential not only that the job be done but that 
it be done within the agreed time for each part of the job It is very evident 
on some of the projects we visited where suppliers have not delivered the 
equipment they had agreed upon at the time they had promised, that the 
whole project might be held up for a very long time In the case of the Rasul 
project there is about a year’s delay there, because of the failures to deliver 
two rather small parts on time A year’s delay to the completion of that 
project on the one side adds to its cost and on the other side deprives the 
country of the services it would render for a whole year, which is a pretty 
serious thing Scheduling the successive steps in the construction so that 
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they will fit together, getting contracts signed for the delivery of parts in 
sufficient time to fit into that production scheme, and makmg contracts 
ahead with reputable contractors and providing adequate indemnity to 
be paid by them in case they fail to meet the time established, are all 
important parts of the arrangements for projects of this sort 

Peoposed arrangements por operation and maintenance 

This should cover, how the project is going to be put into action, how 
you are really going to work out the management problems of making the 
thing go There are many sub-items that could be considered , SIX may be 

mentioned here 

(i) The. recruitment and training of the staff —How do you plan to get 
together the staff necessary to handle the operations of the project ^ That 
would involve showing a personnel table or a manning table, laying out for the 
authority that is going to run it what kind of staff is visualised—how many 
people Next, where you are going to get them from, if you don’t have 
already have them ^ Then what training are you going to give them, so 
they will be ready to do the job when the time comes i Their learning 
the job may involve recruiting some of the operating staff locally, long 
before construction is finished, having them work with some of the people 
who are aupervismg the construction, so they know the project intimately 
in its paits, and conducting training schools for them at the same time the 
project IS being finished, so by the time you are ready to start admmistrative 
operations or control of operations you have the people ready to function on 
that part of it 

{li) Maintaining efficiency of operations —That would cover such things 
as keepmg control of the way water is handled, the way gauges are regulated, 
the way the tractors are maintamed, the way the whole thing is operated 
In the case of a factory it would include proper mamtenance of the equipment, 
oilmg of the machines, inspection of the product, and adjustment of equip¬ 
ment 

(itt) The plan for colonization or settlement —This apphes particularly 
where a project, such as an agricultural project or a forestry exploitation 
project, is openmg up new country, not yet settled, and where you are gomg 
to have to brmg new people in to establish a new community Many thmgs 
are involved there What system are you gomg to set up for gettmg the 
settlers ? Are you simply going to let them come of their own accord, 
are you gomg to go out and recruit them, are you going to select them from 
refugees or unemployed or others waiting for jobs * What method of 
selection are you going to use^ Will you have some basis for selection 
to try to get people best fitted to the conditions and opportumties there * 
Will you take single men or married men with families * What ages will 
you take and so on. And then, what operatmg methods do you set up for 
brmgmg them in, for getting them started m the new location, for carrymg 
them through the period until they become self-sufficmg You have 
already seen some of those thmgs m operation on the Thai project, and have 
gotten some idea of the hardships settlers face, and the difficulties of gettmg 
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started m a pioneer environment This part of the plan should show how 
it IS proposed to deal with those settlement problems 

(tv) Supervision of agricultural or other productive Whether 

the project mvolves a cotton mill, a gmning plant, or fa’ms themsehes 
how IS it proposed to get the operations, done at the level of efficiency called 
for m your plana and prospectus If your plan calls for attaining an 
average yield of say 10 maunds of wheat to the acre in ten years and 
ploughmg under green cover crops to build up the organic matter as in the 
Thai project, and your settlers are people who are not used to farmini; 
under those conditions and not used to practices such as ploughing under 
green cover crops, what method do you propose to adopt to get them to use 
these improved methods t What people wiU you employ—agricultural 
advisers or consultants to teach them * How will they establish contracts 
with the farmers and what methods will they use m getting the farmers to 
follow their advice ^ For an agricultural project that runs in many direc¬ 
tions—provision of improved seeds—of improved planting stock imposing 
methods of plannmg, cultivation and fertilization, and all the other details 
of agricultural operation You are trying here to get done perhaps in two 
or three years what might otherwise take a generation to accomplish—to get 
farmers to farm in a different way fiom what they have been farming 
before and under new and difficult conditions 

As an illustration for the need for carefully thinking through such ser¬ 
vices, I can give one illustration I saw in a development project in one of 
the countries of this region In this case the project reclaimed land which 
was subject to occasional overflow Some dykes we e put in to check part 
of the overflow and o ops were to be g'-own in the period between floods 
Villages were carefully located so that they were on high ground and would 
not be subject to normal floods At the time I visited the project the first 
settlers had been there foi about 0 months and had planted one crop Most 
of them had mortgaged most of then possessions, including m some cases their 
taking loans on then blankets and their wintei clothing so that they could 
get the seed for their first crop The crop was due to be harvested before the 
cold weathei set in They went out and planted the crops but no one told 
them which land was subject to overflow and which was not No one gave 
them any information on the elevations of the land they were farming 
As a result, with just the average iiver levels according to the people in the 
village, 9 out of 10 acres they had planted, had been flooded out They were 
left penniless without any crops or any food for the wmtei Well that yon 
see IS an illustrat.on of a case where the plans were alright, but where the 
detailed instructions and supervision to the farmers necessary for tliem to 
understand how they had to farm in the light of those plans applied to their 
own individual farm opeiations, had some how been overlooked Another 
illustration of the same sort is in the western mountain country of the 
United States, where there has been a great deal of irrigation work done 
Out there they have a saymg that it takes three waves of settlers to get the 
country settled One wave of farmers comes in, break up the land, build 
houses of =ome sort, and plant the brst crops Then something happ' ns, they 
go bankrupt and leave Then another wave comes in, and they go bankrupt 
and thei' also leave Then finally a third wave comes and they manage 
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to make a go of it Your countries here don’t have enough resources in the 
hands of your people to be able to start again. You can’t afford the luxury 
of having a succession of settlers come in and lose their savings, before new 
areas get under cultivation. Your projects must pay almost from the begin¬ 
ning il they are not gomg to be a liabihty to the country, and careful advance 
arrangements to see that they are helped to farm right from the start are 
essential to that end 

(w) Provisions for dealing wUh edvcational and health problems, technical 
training and other necessary services to workers, farmers or others on the pro¬ 
ject _Each one of these points mvolves a great deal On the educational side, 

in addition to the technical instruction and supervision to the people, you 
need to see that adequate primary and secondary schools are estabhshed, and 
industrial framing schools in industrial regions arrangements must be 
made for teachers to be brought in competent to give the teachmg, and for 
the people to get their children to school On the health side, the plan 
needs to show how you intend to deal with the necessary health precautions 
to be taken m the region This should cover the thmgs that Dr Chellappah 
has discussed m his three lectures. What special health hazards exist, what 
measures are bemg taken agamst those hazards , what health services will 
be set up, hospitals and clinics, nurses, and even provision of midwife 
services, how many doctors are bemg provided * The whole question of 
providing a standard of health (a) which is necessary to make the project 
work and (6) which brings the protection of health m the project at least 
up to the average of the country, preferably higher 

On this phase as Dr DeVries mdicated, there is of course always a 
choice that must be made as to how f ir you can go on health or for that 
matter on education or on housing, m view of the wealth and resources of 
the country that are available The things that doctors tell us should 
be done—just as the things that a nutnonist tells you should be done to 
feed yourself and your children most effectively—may be more than can 
be afforded I am afraid that many of the thmgs that Dr Chellappah out- 
Imed taken altogether would mvolve more expense than can be supported 
with existmg Asian average incomes In other words if you waited until 
you could provide perfect health conditions, you could not have the pro¬ 
ject at all So what is involved is the choice as to what are the most 
essential thmgs that need to be done withm what can be affoided, and 
trymg to make sure that both on the educational side and the health side, 
the essential thmgs are done and provision is made for taking care of 
other things as rapidly as the region reaches the income level where they 
can be afforded But you must at least be certain that the project will 
not fail because of lack of protection against diseases or pests which can be 
readily and cheaply prevented or controlled 

The provision of technical trammg of course ties back closely to the 
previous point of supervision of operations In an agncultuial region 
that technical traimng might take the foim of special evening courses or 
traimng courses for the adults on new methods involved in the kind of 
farming they were gomg to do For what wo might call the teenage level 


443 



PKOJECT STATEMENT 


of children between 10 and 15 schooling might be provided on some of the 
things they need to know to fit into the farming of the region, plus some higher 
teohmcal framing foi moat promising young people, so they could advance 
later to help “ to run the show, ” and to fit mto the administration That 
technical traimng can be supplemented by some little traimng in some of the 
basic things involved in agriculture even in the elementary schools The 
elementary principles, the elementary facts of cleanliness and sanitation 
which Dr Chellappah discussed, some of the elementary facts of chemistry 
can be understood and appreciated by children 8 to 12 years old Even 
children 5 to 8 years old can grow plants m their classrooms and in their school 
gardens and learn some of the elementary things of oaring for plants and 
carmg for animals In many of the Western countries, every kindorgarden 
or every primary class has a small garden and some pets that the children 
can learn to take care of They learn not only some of the elementary 
ways of taking care of plants and animals, but also borne of the basic scientific 
facts of the way the seeds germinate, the importance of air, water, soil, and 
even fertilizer to the growth of plants and of food, water and cleanliness to 
ammals If some of those things are included in the elementary education 
so that farm people don’t grow up ignorant of the basic scientific facts on 
which their production is based, latei on it would bo much easier to teach 
them the now methods and the improved practices, which the scientific 
workers have developed 

Provision for housing should also be considered, and provision for 
markets and for the other necessary facilities and services Also provision 
of adequate water for health of the people, as well as water for livestock 
and irrigation One could expand this to considerable length There are 
also here the same problems that I mentioned in respect to education and 
health How much of the things that are desirable to do, can be done 
within the resources available ^ How much will you leave for the people 
themselves to do later ^ In the Thai region quite complete houses were 
bemg built and the people were being settled in fimshed houses Under the 
very severe desert conditions there with continuous winds, heavy sand storms 
and ternficly hot summer temporatures, there probably is good justification 
for doing that In other projects where the conditions were not so severe 
and whore people could build their own houses for themselves, out of the 
mudbneks they can make on their own land, there might be an argument 
for putting somewhat more of the initial capital into getting the farm started 
For example you might have some of the crops planted when they came on to 
the farm, and put less capital into bull ling the villages for them Perhaps 
if you had a good plan worked out and someway of helping them to build 
their own houses, it might be possible for them to come ani do a lot of that 
with their own labour thus reducing the debt they had to start with, and 
also reducing the amount of capital that had to be put in before the settlers 
had started There are choices that have to be made in everything of that 
sort The many different items under this phase should be thought 
through in advance as far as possible—what can be afforded and what 
cannot be afforded to make sure that your plan does provide for what is 
necessary to make it work, and for the essential minimum conditions all 
through 
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I 111 Provisions for supplying credit to farmers, settlers, others or business- 
many cases, as both Dr Smgor’s and Dr De Vrios lectures indicated, 
”*edit IB essential for conducting business of any sort The credit is not 
nnlv necessary especially when people have no resources of their own, to give 
them the first tools, the first livestock and tho fiist seeds, but it may also be 
iieoessary to carry them through until tho first crops are harvested or longer 
Tt mav be necessary to build up farm reserves such as reserves of food and 
feed so even if they had a bad harvest, they could feed themselves and 
their livestock till the next crop and not have to go to moneylenders, or 
have to stop production because they can’t keep going Arrangements 
for supplying them necessary ciedit are thus quite important The pro¬ 
posed arrangements, whether for co-operative orgamsations, for banking 
credit or other arrangements for how production is to be financed, need 
to be indicated quite clearly 

(vu) Provisions for marketing and transportation -includes arrange¬ 
ments for marketing the products and provisions for the facihties for neces¬ 
sary tiansportation We saw a good illustration of that, well thought 
through in the Thai region The layout of roads, tho layout of market 
towns^ and the relations of both lailroads and roads to markets and market 
towns’ through which the marketmg should be done, was carefully planned 
and pmvided for Provision was made for building the streets and putting 
m the water and sewer for the town In most cases they were seUmg the 
land to private merchants, depending on private enterpuse to put up the 
building and to establish the marketing agencies That may need to be 
supplemented by some public regulations— some calculations as to how many 
cotton merchants and how many gram merchants and how many nee mer¬ 
chants were needed in a town of a given size to serve the commumty. Or 
else, if private agencies prove not ready to come in fast enough, to have 
plans ready to ensure through co-operativo action or through the authority, 
that adequate marketing provisions will be estabhshed Also it might be 
desirable in setting up marketing provisions to have some control over the 
charges made so that whore private busmess enters the region with the 
help of the authority, there is some assurance that farmers would not be 
charged an unduly heavy levy for their services Co-ope.ative marketmg 
agencies may be a possible alternative to that, if you can ensure enough co¬ 
operation so there is competition between private business and co-operative 
marketing institutions Then both are compelled to keep on their toes and 
do a better job than either one might do on then own. 

This IS enough to indicate some of the admimstrative arrangements that 
need to be thought through and explained so that any one gomg over the 
statement of the project is sure not only that the project has been well 
planned and weU laid out, but that the steps mvolved m the getting it 
actually going have been talked through and planned m advance 

Dr CJairsoE—Most of the material you covered hero, we have covered 
and Will cover in Course IV As you were gomg over these pomts I 
thought of a few additional ones that are more or less amendments to what 
you said First, on the responsibiUty for planning construction operations, 
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you ought to add the organization for planning and construction as well 
as the responsibility for it That la you did touch on that but you did not 
touch on it exactly on those terms Later on, hereunder point 5, you did 
have some of comments on organization for operation and maintenance but 
I think perhaps they ought to come in under planning and construction as 
well 

In the same general section of this outline, you might show how you 
intend to correlate certain of the public services particularly road and town 
layout with farm layout Now my own experience in the U S is that con¬ 
siderable economy is possible in the efficient layout of roads and m the offinont 
layout of tows in relation to forests In the Colombia Basin report, we 
calculated that by a well planned system of roads and a well planned systsm 
of social services in relations to the towns and also by a giod, marketing 
set up, we could make annual savings, sufficient to amortize all the invest¬ 
ments required for the buildmgs Now that may have been an unusual case 
or It IS a case you will find here m some instances The irrigation of presently 
barren and relatively barren area, and the development of roads and towns 
and social services generally in relation to your farms, might be an important 
pioblem. 

It IS quite common m in igatedwoi kin the U S to provide for a so-called 
“development period” The law authorizes it to ho established by the 
adnuiustiative agency for as long as ten years During that period no 
charges are made on capital account In other words if the farmers are to 
amortize the cost of the irrigation project, no charges are made on capital 
account duimg that development period, and m some instances even no 
charges are made for the operation of the iriigation system And it has gone 
even further in a good many instances, special provisions for teohnioal help 
are requiiod and special credit in bho development period Unless it is an 
unusually favouiable situation in the first two or three or even four years, 
farm operations on raw land are likely to bo conducted at a loss In somo 
cases there are even actual cash losses, that means cash outgo exceeds cash 
income The more quickly that period could be got over by special assist¬ 
ance and by special credit the better But if you provide credit during 
that period you are going to have to provide spooital fin inco and so on, because 
if they do incm a deficit it is no use to say they are going to pay money 
back during that peiiod 

One general point that has been raised m previous lectures is that one of 
the objectives in a piojoct statement is to convince wlioover reids it, that 
you were awaio of the real problems, that there is no donro on anyone's 
part to have the leport any longer, any more detailed than necessary What 
you are interested in, is getting in the relevant material that really deals 
with the problems You want to convince the reader that you really are 
aware of the problems and you know how to deal with them 

Dr Ezekiel —We have covered up hero what are the responsibilities 
that different authorities will carry When you come down here now is 
spelling out the operation (in sections 3,4 and 5) you need also to say how 
much of the operations outlined wiU be the responsibility of each of ths 
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different authontios mentioned before, or of the individual farmers thom- 
holves, as. well as how they are proposed to bo done 

V Proposed Arrangements for Financing the Project 

The division of financial responsibihty between any different autho¬ 
rities concerned in the area should be clearly outlined The amount of total 
capital needed m the region for the project and the amount to be supphed 
by each agency should be shown The Chapter should indicate how it is 
proposed to handle the flow of funds, what they are, where they are to come 
from, how much and at what time In the next chapter the relation to 
the national economy and the national development programmes is taken 
up, and that chapter will piesent the explanation, arguments or analysis, 
which show why the financial plan presented is what it is So Chapter V 
simply presents what the proposed financing plan is, while Chapter VI 
goes into the economic and other explanations of why the proposed plan 
IS made as it is 

IhyiSION OF FINANCIAL BESPONSIBILITY BETWEEN AGENCIES 

This section should make quite clear the existing division between 
different agencies of financial responaibihty in the area or region involved 
There nearly always will be at least two agencies involved, one the special 
authority or other agency directly responsible for the projects and second 
the Central Government Only rarely is one single authority responsible 
lor everything in the region 

Capital to be supplied 

Tins section should indicate clearly and in detail, where the capital to 
be supplied is to come from This would show first the bieakdown of how 
much of the currency needed (a) can be m domestice currency, and how 
much (6) will be needed in foreign exchange Then under each of these 
heads there will be need to be a showing how much of the capital is to be 
supphed from current income A government can collect taxes and by a 
grant or loan make part of the mcome from taxes available for capital m- 
vestment It does not all have to be borrowed It can also supply foreign 
exchange out of cuirent income If the country has a net foreign ex¬ 
change balance, and is earning pounds or dollars then the government 
through its taxation programme has a source through which it can acquire 
some of that foreign exchange, or through its exthange control can reserve 
some of that foreign exchange for capital investment It can thus pro¬ 
vide part of the needed foreign exchange funds out of current income just 
aa well as for domestic expenditure So under (a) and (6) you indicate 
amounts of currency to be provided from current earnings, and the amounts 
to come from borrowing Under foreign exchange as long as the present 
monetary difficulties continue it is also desirable to show bow much is need¬ 
ed in dollars or its equivalent and how much is needed in terms of other 
currencies All of these points under (o) and (6) should show not only 
the total amount, to be provided, but also the period and time schedule over 
which they are needed 
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The time schedule is quite important, because m a project showine 
a total mvestment of say 175 crores of rupees, that does not necessanlv 
mean that you need to use 176 crores of capital Part of those investment 
are going to be made 10, 15 or 20 years ahead, as specific parts of the area 
are completed, are built and people settle down You may have in the 
meantime the beginning of repayments on loans and on interest from other 
parts of the project If you contrast the time schedule of expenditure 
on the project, with the time schedule of proposed receipts, that will show 
what the finance needed la Even if the total expenditures on the project 
are going to be 175 crores—you may never need anything like that 
much to invest If it is going to involve rapid sale of land or rapid 
beginning of project incomes, you may not need to invest more than 150 
crores or may be even 125 crores The financing plan and the time schedule 
of the financing plan thus have to be made with respect to the time at which 
expenses are incurred or recipts are received, as well as to total amounts 

Proposed method op repayment 
(a) Domestic and foreign cunencies borrowed 

This section will show how it 18 proposed that the Dim^stic and foreign 
currencies bon owed are to be repaid This would include the system pro¬ 
posed for repaying the capital either in an amortization plan on which so 
much IS paid back each period, or a sinking fund airangement where you 
build up a reserve, which you use finally to pay off the bonds, if they run 
for fixed periods The method of financing may vary of course with them 
terest rate to be paid You need also show to separate plans for repay, 
mg the domestic currency and the foreign exchange The authority itself 
or the local units, except for the purchases of equipment or services in foreign 
funds, will not deal in foreign exchange Expenditures in the country 
and receipts from sale of products will be m terms of the domestic currency 
The foreign exchange will have to he purchased with some of the domestic 
currency, and this in\ olves foreign exchange arrangements winch the Cent¬ 
ral Government will have to be responsible for For some projects in the 
past, specific items of foreign exchange earnings have been earmarked 
for the paying of particulai projects For example, custom receipts in a 
particular port, or income from the sale of products abroad, may be ear¬ 
marked to be held as a reserve for the payment of particular bonds that 
were floated In general that is not regarded as a good system The Central 
Government can handle all these affairs as part of its whole foreign ex¬ 
change control and management to meet the obligations that are assumed 
by the country So what is shown on this pomt should be general rather 
than specific 

(6) Amortization plan 

An amortization plan would also be worked out and presented along 
the lines Dr De Vries presents m his couise 

Next you would indicate the interest lates which are proposed to be 
paid on the domestic loan and the foreign loan You have to assume some 
given interest rate m order to work out your amortization plan, which will 
show how much interest you pay each year and how much principal you 
will pay back The latter may be in constant amounts or changing amounts 
One point that shuuld be covered quite clearly is the proposed period of 
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sraoe— tte initial period during which no payments at all will be made In 
most long term development projects it is not possible to expect receipts 
to exceed expenses durmg the first 6 or even durmg the first 10 years If 
you start making any payments hack on capital or even paying interest, 
you may be simply makmg those payments on capital or mterest out of 
borrowed money. So it is foolish to attempt to make them at all It is 
better to have your repayments start at the time you estimate that the pro¬ 
ject will actually begin to more than meet its costs In that case of course 
you have to allow for the compound mterest on the mterest not paid, to 
be added to the debt Then when you do start payments, your payment 
must cover mterest, and mstalmenta on the actual repayment of both 
mvestment and of the accumulated or unpaid interest. 

(c) Time schedule of advances 

The financing plan should be worked out so that the capital will 
become available in instalments at the times at which you expect the 
project to need the domestic funds or foreign exchange. You certainly do 
not want to borrow money and have it standing idle while you are paymg 
interest on it, especially mterest on foreign exchange. When you negotiate 
the loan, you should negotiate it m turns of a total overall commitment, so 
much payable the first year and so much the second and so on as the pro¬ 
ject goes on 


Proposed sources fob the credit needed 

There may be one or several sources, especially for domestic and for 
foreign funds 

(a) Domestic funds 

The credit to be raised in the country might be raised by an 
agency hke the Thai Authority selling its own bonds directly to the 
public, or these bonds may be guaranteed by the Central Government 
or the Central Government might raise the funds for it by the sale of its 
bonds or they might be borrowed from insurance companies or in other 
ways Small projects might secure their finances from a national govern¬ 
ment, or a national development corporation, or a development financing 
corporation set up by the Central Government for the purpose of providing 
loans for investment projects Such an agency might itself sell its bonds, 
or the government might sell its own bonds and subscribe to the corpora¬ 
tions stock 

(6) Foreign funds 

There are various sources of foreign funds These include loans 
from other governments direct to your government, or loans from special 
financial institutions The Overseas Development Corporation in England, 
the Export-Import Bank in the U S , or the International Bank or any 
other agency of that sort The statement should indicate where it is 
proposed to get any loan needed 

Chapter V does not attempt to explain why the financing plan is set 
up the way it is, but simply to show clearly what is proposed and how it is 
proposed to be done 
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Dr De, Vries —I would like to make two general remarks on this chapter 
First, I presume that this has been set up on the basis of foreign oxchansn 
contiol in the country that is making its development programmes This 
18 a realistic appraoch, because I believe all the countries here except one 
have foreign exchange control If there were no foreign exchange control 
then the whole chapter will have to be revised and simplified Although 
the distinction between foreign exchange and domestic currency would 
still exist and although you must take account of it m your development 
programme, still income and expenditure in foreign exchange la much 
easier to deal with where there is free exchange than in the case of foreign 
exchange control On the other side, foreign exchange contiol gives 
powers to a goveinment to set aside earmngs from some of the exports 
I beheve that a short description of the foreign exchange control system 
and who is the authority that determines and sets aside the money should 
be included in your statement Sometime the government directly and 
sometimes special bodies are formed to do it So if anything of that Laid 
exists in your country, you will have to explain that to show that indeed 
there is consistency between the authorities that will be borrowing and 
the authorities that can decide on the lepayment That need not be the 
same authority 

Second, you have to see for yourself the financial implications of a 
development programme, in the light of your own position In recent 
years most of the agencies that are lending out the money, work on a 
so-called project basis There is m this connection a very clear distinction 
between a general loan and a project loan II it is a general loan then the 
lending agency looks into the financial implications and the possibility of 
repayment for your economy as a whole and your whole exchange position 
It 18 customaiy to give the loans on a project basis and that means you 
will have to show first of all, the implications for each project There 
again there is no fixed rule It may be that although a certain project by 
itself 18 not self-liquidating m terms of total money involved, total capital 
involved, and foreign exchange involved, still the lending agency will grant 
that loan because of other advantages It is not a deciding factor whe¬ 
ther that loan will be granted or not But the analysis from this point 
for the project separately will be asked for If you have more comprehen¬ 
sive plans, like those now proposed by Pakistan to the World Bank, you can 
show their financial aspects in two stages—first for each of the different 
projects separately as covered in Chapter V and then again at the end in 
combination with one another If you can show that the combination 
of the projects is more profitable not only for the national economy, but 
also promises to give better possibilities of repayment, then you have a 
much larger possibility of getting your country’s loan through, instead 
of having just one or two projects, picked out of the comprehensive pro¬ 
gramme winch may look appealing to the financmg agency that is lending 
to you. 


Dr Ezehel —These suggestions of Dr De Vnes are very valuable I 
had assumed implicitly the existence of foreign exchange control for a con¬ 
siderable time ahead 
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Vi Relation of the Project to the National Economy and the 
National Development Programme 

If you have a combined national programme in which a number of 
different projects are being shown separately, the possible benefit fiom that 
set of projects combined is greater than the sum of the benefits from each 
project tahen separately If a number of development projects are carried 
out at the same time, each one makes it easier for the others to move for¬ 
ward, and intensifies the possibilities of increasing the national income 
If you have a national programme consisting of a number of individual 
projects, your project statement, after showing what you estimate ohe 
effects for each project separately, then should have a statement on the 
consolidated programme, discussing the interrelations between the pro¬ 
jects, and showing the combined effect of all of them put together on the 
foreign exchange position This will show a potential gam much greater 
than that from each of the individual projects added together In this 
Training Centre we have not gone much into the statement or analysis of 
such a general plan because it includes interrelationships between pro¬ 
jects and their combined effects on the national economy which would in¬ 
volve many matters besides those we have been discussing We have dis¬ 
cussed such general benefits to some extent, but have not explored speci¬ 
fic ways to appraise them These problems, of planning and programming 
the general national economy, might require entirely different training 
centre to explore If an individual project is going to be part of a consoli¬ 
dated plan the lelation of that individual piojeet to the national economy 
and to the national development programme could be presented in a number 
of different ways As in all of this outline the scheme of organization sug¬ 
gested IS just one of the many possible ways this could be developed. 

CONSISTENCY AVITH THE NATIONAL DEVELOPMENT PEOGEAMME 

The consistency with the National Development Programme should 
be examined and explamed You do not want to set up a project 
which is not in proper relationship to the nations’ other projects 
That means showing how it is related to other projects or programmes and the 
effect it will have in stimulating or assisting other projects This should 
mclude not only other projects that are proposed for loans or developments, 
but other mdustnes which as a result of this project may require develop¬ 
ment TherS may be related mdustnes Even the hand spmnmg of 
cotton cloth for example in this country as I understand it, has been held 
back at times by a shortage of cotton thread Enlargement of the cotton 
spmmng industry to provide thread at reasonable price, may itself make 
it possible to expand the hand weaving mdustry Then there are many 
examples of subsidiary industries which Dr De Vries was pomtmg out 
yesterday The refining of oil may provide products for soap manufac¬ 
ture and other chemical mdustnes. Then there are related developments 
of all kmds of service mdustnes Electrical repair shops—electneal mam- 
tenance shops-diesel and gaaolme motor shops— and a number of activities 
sememg those pioducts which can ba developed on a small scale to serve 
mdustnes using such equipment 
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So -we should explore these relationships as far as we can. First how 
far 18 the project consistent with other projects m the national programme 
and second how would it stimulate the development of other related indus¬ 
tries and services 

Relation to the national economy 
(o) Prospective indirect benefits 

What is the prospective economic effect of the project on the country 
as a whole* This is very important m the cost and benefit statement for 
appraising the mdirect benefits to the national economy resultmg from 
the project. One can never be very exact in this kind of estimating but 
still one has to get some idea of the costs and benefits mvolved This should 
I suggest include 

(i) Direct and indirect increases in productive employment resulting from 
the project —If your country has a system of unemployment payments 
you could show the saving to government agencies from the reduction 
m unemployment payments, resultmg from the project, or the reduction 
m the expenditures for refugee or other rehef from providing them em¬ 
ployment. 

(ti) Increased production and national income —It may be possible to 
estimate the prospective effect of the project on national mcome. 

(wi) Increased trade—domestic and international—resultmg from the 
project 

{tv) Increased taxes and other revenues, including a statement of 
which authorities will receive those mcreased taxes and other revenues. 
You should allow for the increased mcome which will come not only to these 
directly engaged in the project, the farmers on the farms the factory em¬ 
ployee people of the industrial plants set up, but also to those who can 
expand activities as a result of the project The indirect increases in cash 
mcome from the businesses which will be set up in the region, to buy and 
sell the products produced by the farmers. Revenues of the transportation 
agencies wiU mcrease So will incomes, profits, and tax collections Esti¬ 
mating the value of the several mdirect benefits of course is very important 
The estimate should mdicate which authority they will go to, if there are 
several authorities present, for the analysis on the next charter of bene¬ 
fits and costs 

(b) Prospective effect of the project on the nation's balance 
of international payments 

The effect will be on two-fold, first m the foreign funds needed to carry 
the project through, and second m the foreign funds earned as a result of the 
project, 1 e , the effect on imports and effect on exports 

(t) The effect on imports can be of two types-—mcreasing imports or 
reducing imports It wiU directly mcrease imports to the extent that 
you have to import foreign capital goods or services for the project It 
will also mdirectly mcrease imports, from the mcreased mcomes given to 
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onBum®™ and their resulting increased demand for food, clothing and 
other consumer goods before the project has time to produce a correspond- 

increase in the nation’s production Sometimes a project which re- 
auires no foreign capital directly may still have a very substantial effect 
on increasing imports, if it puts a lot of people at work that have not previous¬ 
ly been working The food and the clothing those people need cannot be 
wovided from the country for the time being so the products on which 
they spend their wages have to be imported. You may have to increase 
imports of food and clothes to take care of the people you put at work 
building a dam So you need here to estimate the mdireot effects on imports 
of the increased domestic expenditure, as well as any direct effects from 
the purchase of equipment. 

Possible effects of the project from reducing imports must also be con¬ 
sidered Tf the project is going to produce food or other products now bemg 
imported by your country or which otherwise would have to be imported 
m the years ahead, that increased production may be very important ele¬ 
ment of value of the project to the country, at least as long as the dollar 
shortage and the exchange control situation continues You can indi¬ 
cate the possible extent of this foreign exchange saving both in dollars or 
equivalent, currencies, from goods that have to be paid for m dollars or 
equivalent and m the reduced imports of goods that come from non-doUar 
sources. 

(u) The ejfect on exports —Many projects, especially agricultural ones 
will expand production of products which can be exported There you need 
to estimate how large the possible export value will be This involves con- 
aidenng the economic situation and outlook for the export products, and 
making reasonable assumptions on the prices at which those products 
might sell m the future From this and the expected increased volume 
of exports, you estimate the possible increased earmngs from increased 
exports, agam separately for sales to dollar and non-doUar areas 

(in) Other effects —One possible type of project in many countries, 
not yet generally important in Asia as it is in European underdeveloped 
countnes, may become mcreasmgly important in the future This is the 
effect on tounst expenditures One project may be to put up better 
hotels—which may be used by visitmg businessmen that are coming m 
connection with foreign trade, who also spend foreign exchange when they 
come New maritime ships, or expanded port facilities may earn foreign 
exchange Or you may establish insurance compames of your own—for 
marme insurance or other risks which will provide insurance services 
which you now pay for to other countries. These m turn again will have 
the effect of reducing present foreign exchange expenditures, or even of 
earning foreign exchange from other countries of those effects need to 
be looked into 

In most agricultural projects at the moment they would be of minor im¬ 
portance, however 

Adequacy of the financing plan for the project 

This must bring together all aspects of the proposed ffnanomg plan 
and also consider the foreign exchange aspects in the light of the projected 
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future balance of payment for the country as a whole. In examining each 
individual project, you can’t go into a full discussion or examination of all 
the problems involved in the nation’s future balance of pa5rments Rather 
you need to get them from the responsible national government authorities 
Some analysis of any changes resulting from settmg up the smgle project 
can be investigated However, you must show that the financing plan 
proposed for the single project is workable in the light of the projected effect 
on the future balance of pajmaents That is particularly^ important if you 
plan to boriow abroad to pay for part of the costs of the project, or if the 
project will have a very substantial indirect effect on increased expenditures 
for consumer goods The financing agency abroad to whom you submit the 
project for a loan will want a showing that the country is going to be able 
to pay back the loan in foreign currency If the project is going to involve 
very heavy expenditures foi consumei goods, it is not feasible if the coun¬ 
try IS not in a position to afford those consumer goods, whether you are 
borrowing for the project or not 

Whether you consider foreign balance of payments for each project 
separately, will depend on whether the project is being submitted as an 
individual project, or whether several projects are being considered as parts 
of an overall comprehensive proposal In a comprehensive plan these points 
can be explored much more fully than foi a single project The direct effects 
of each individual project on imports and exports can be examined in its 
own statement The compositive statement, in addition to summarizing 
what was shown for the seveial projects, will need a section like Chapter VI 
showing the composite effect of all the projects together, in relation to the 
national economy and the national financial position 

Dr De Vries —One important point made by Dr Ezekiel which is 
not put on paper, that I had in mmd to raise But he has done in one or 
two sentences and I want to stress that point very much If you are 
appraising a project for your own government or especially for an agency 
from abroad, international or any other agency, you must not only show 
that it IS oonsistant with that part of your programme submitted for 
loans but must also bring them into connection where possible with those 
other projects which your country is carrying out at its own expense and its 
own cost That adds very greatly to the force with which you can justify 
the project and the proposed loan If the country has a number of deve¬ 
lopment programmes, and you find that the inter-relation of those pro¬ 
grammes with other necessary developments are such that you need at a 
certain point outside financial help—you have a much stronger case for 
getting that outside help It can very well be that some project which has 
to be financed from outside is just the missing hnk in a whole chain of deve¬ 
lopment programmes that you have If you can show that I believe you 
have made a very good case 

In dealing with loan applications, mostly for purposes of convenience, 
the bank works the other way around Mostly in a country you will get 
visits from a bank mission and the first nussion will come and discuss with 
you the national economy and the national development programme and 
after the Bank has digested that, then another mission will be coming 
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back With more engineers and speciabsts in the mission On the basis of the 
first overall disciisaion, the study of your national economy and your devel¬ 
opment programme, they then go and see whether a certain project is tech¬ 
nically feasible and how the finance will pay off So although it may be very 
wise to put your project in a combined project, to see the implications and 
the relationships, in actual practice your government, and that means you as 
planners, wiU have to start with a pictiue of your economy and your national 
development projects And then see where are the points wheie your pro¬ 
gramme IS not quick enough to take up with other points that you can pro¬ 
ceed with quickly and at those bottlenecks show where and why you would 
need outside financial help In this whole report these points may be at the 
very end of your consideration, but if you are making a programme and you 
arc submitting a year or a two years’ loan apphcation, this is the point that 
has to ho considered first I behove that it is a wise policy to have this 
general background ready at hand and because if you have that frame work, 
then you can present all the different figures in the picture much more easily, 
than if you start with certain aspects of the development project and later 
on you bring the specific project into the general picture 


Dr Ezehel—Br De Vries last point is particularly interesting since it 
raises the issue whether a report on a project should really start off with 
the specific project and then end up with its relations to the national 
programme I don’t have any special feehngs on that one way or the 
other 

The further point that Dr De Vries made that the actual process of 
national planning needs to start with the overall first and then develop the 
individual projects out of that is a question of the procedure in organizing 
and planning, rather than the procedure of presenting individual projects 
Most planning in practice, works both from the top down and from the bottom 
up You may have one agency concerned with the national economy—a 
central planning board considering the general plans of a country and the 
general possibihties At the same time, in many countries you have many 
agencies working on what can be done in their own fields People for instance 
studying the hydro-electric possibilities and saying why don’t we build 
this dam and why don’t we put a hydro plant there Agriculturists study¬ 
ing the agricultural possibilities and saymg why don’t you do this and why 
don’t you do that People are studying the Thai and saying here is a good 
place to increase acreage The national planners would not have pro¬ 
jects to fit together, when they are ready to see what should be fitted m, 
if othei people had not already been thinking about the individual projects 
and working out the possibihties of what could be done Democracy in 
planning in fact is a problem of how to obtain consistency in a democratic 
way, between planning from the top down and planiung from the bottom 
up In terms of this framing centre, our approach i3 what you can do m 
terms of individual projects, showing what the actual and administrative 
problems are Preparing national plan goes beyond many of the pomta 
we have considered in this training Centre I hope at some future date 
there will be other trammg centres on methods of national economic planning 
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and programme making iVlnoh -will look at the problems of setting up a general 
floonomic plan into which the possible projects will fit, just as Dr De Vries 
has presented Whether you pick up Chapter V and put that first, or whether 
you leave it toward the end of your presentation, you are stiU discussins 
the same subject. The order suggested for the report is a logical step, 
by-step order of presentation, as Mr. Vaner has pointed out, it is not 
necessarily the order in which the underlying work is done 

This present chapter and the preceding one bring together many 
figures developed in the earher chapters If one were to present these last 
chapters first, one would have to anticipate many calculations that would not 
be made till subsequent chapters 


Vil Appraisal of Frospeetive Costs and Benefits 

Two basic concepts presented in this chapter must be explamed first. 
One of these is the concept of looatmg the costa and benefits separately for 
each adnnaistrative agency mvolved, national, provincial, local or special 
authority, and also from the pomt of view of the mdividual farm umts or 
the mdividual busmessmen showing what their benefits and return on the 
project will odd up to The idea is that you take each one of these agencies 
and show what then financial situation as regards to the project will be, 
what their expenses on the project will be and their costs or mcome from 
it. You thus develop a statement of costs and benefits from the pomt of 
view of each orgaiuxation concerned. In the case of the Thai Valley for 
example, there would be one statement of costs and benefits for the Thai 
Development Authonty, another statement for the Irrigation Department, 
another for the Roads Department, another for the Punjab Government, 
and still another for the Central Government As a result of settmg it 
up that way, some items that wiU appear as costs on one statement from 
the point of view of one governmental agency, will appear as receipts or 
benefits from the pomt of view of other governmental agencies. Liewise 
with farmers. Their statement wiU show on the expense side, what they 
will have to pay for the use of water, what they will pay m general taxes 
(land revenues) or in special taxes as a result of the project, and what m 
repayment of loans and interest to the T D A Similarly on the receipts 
side, it will show what will they probably receive from the sale of their 
products. Expenses on the farmer’s statement for the various types of 
taxes, water charges, mterest and prmcipal payments, etc , will be matched 
by corresponding receipts m the statement of the Central Government, Thai 
Development Authority, etc The charges for general land tax, may be 
part of the receipts of the Central Government If payments on prmcipal 
or on mterest, repa5ang advances from the Thai Development Authority, 
or for the purchase of land, wUl be matched by receipts of the T D, A In 
thus working out benefits and costs separately for each agency mvolved 
you show not only what the overall costs and returns are, but what the 
balance is for each of the different financial interests mvolved of the pros¬ 
pective costs and benefits from the project. You remember that the Thai 
Authonty had listed as part of its receipts, the subsidies from the Central 
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Government as a grant to it, for the purchase of equipment and other 
urposes From the point of view of the Central Government those are 
costs, at the same time they are benefits to the Thai Authority In addition 
to sh'owmg these separately for each agency, you would also bring them 
together—add them up—in a consobdated statement of costs and benefits 
for all the agencies involved 

A second point is m respect to the time period of the statement of costs 
and benefits Each item that you have when you show the total cost of 
the project, is a total made up of what items for each time penod involved 
This distribution through time is important What happens in those first 
few years is particularly important The expeeted distribution by time 
can be shown for each of the first few years separately, and then after that 
by 5 or 10 year periods Such a distribution by time for each separate 
governmental authority might show the total cost and total returns for that 
authority for the entire period, and then in the same table the cost and 
returns in each successive unit The series of tables of this sort for aU the 
agencies makes a pretty good comphcated presentation, but it does show, 
in reasonably lealistic terms, what the project will mean to those respective 
agencies as it goes forward, and enables them to judge how far they will 
be able to meet their expenditures on the project in each period from the 
loans arianged for and the revenues which can be anticipated because of 
the project Turning now to the detailed outline of the Chapter, there would 
be four mam sections, (1) ability of productive units (farmers or businessmen) 
to pay the charges assumed, (2) consolidated costs and benefits to all ad- 
mimstrative agencies combined, (3) costs and benefits separately for 
each administrative agency separately, and (4) general conclusions on 
economic feasibility of the project 

Ability of froductive units (farmers or businessmen) 

TO PAY the charges ASSUMED 

The ability of the individual productive units to pay the taxes, water 
charges and other payments assumed m the benefits statement would be 
calculated in this section This would be based on the budgets for representa¬ 
tive farms (or representative business enterprises) worked out earher 
(Chapter III) 

In calculatmg the prospective future costs and returns for farmers or 
busmess umts, you will need to use certam prices as the assumed future 
prices As explamed in the lectures on Economic Forecastmg, these assum¬ 
ed future prices can be based up analyses of the past and present market 
situation trends m demand, consumption, supply, and carryovers, adjust¬ 
ments to the current prices if it is known that the current season’s price is 
exceptionally high or low because of unusual or temporary factors, and 
appraisal of the future outlook from other agencies The prices assumed 
should be set forth, and the way they were arrived at should be briefly 
explamed m a special exhibit attached to the chapter 

After presenting the prospective annual expenditure and receipts for 
representative types of farming or sizes of farms, you should mdicate how 
many farms you expect to have of each type or size when the project 
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IS fully developed Then, by multiplying the individual farm budgets 
by the number of each and adding the ifferent typps or sizes together you 
can calculate a consolidated budget of estimated costs and receipts for all 
the farms m the project. This would show the expected gross sales which 
farmers on the project would be making when the development is complete 
(which will be useful later on in calculatmg indirect benefits to the national 
economy), the aggregate land taxes, improvement taxes, water charges, and 
payments for interest and repa 5 mients of interest, which the farmers on 
the project will be makmg annually, from which the various agencies in¬ 
volved will receive moat of their project revenue. 

Similar calculations should be made for each of the first few years 
or for the average of the lat 6 years, and for the end of the 10th, 15th and 
20 th year of development (depending on the expected time to complete 
the development) Prom these statements of prospective receipts and 
oxpendituiea at successive stages of development a final summary can be 
prepared, say for the 30, 40 or 50 years (depending on the period over which 
the project is to be financed), showing aggregate farm expenses and receipts 
over the whole period as well as the balance between the two at successive 
stages of development 

A statement on similar lines could be developed for individual business 
units, if the project involved aiding a number of individual business umts 
to be established If ( as in most cases of industrial projects) it involved 
estabhshmg a single industrial umt, such as a cotton mill or a hydro-electno 
plant, then the prospective annual receipts and expenditures of that unit, 
under the firm or authority that was to run it, would show directly in the 
later statements 


Overall consolidated costs and benefits of all governmental 

OR OTHER PROJECT UNITS INVOLVED 


Section 2 takes up costs and benefits from the point of view of the 
governmental or administrative agencies which are involved in the financial 
transactions That might be shown first as the consolidated total for the 
life of the project and then (ii) by successive time periods Benefits hSre, 
should cover both direct and indirect benefits As indicated earlier, the 
indirect benefits will include all the calculable results of the project, in¬ 
cluding those on the general economic, which can be estimated Those 
might include for example for the Central Government, the increased 
revenues it would earn as a result of taxes on the increased volume of trade 
in products being produced in a project area and income-taxes firom the 
increased incomes by businessmen operating in the project area If the 
project will expand production for export that will make a larger volume 
■of trading at parts With the help of the taxation authorities, estimates 
can be made of the inci eased business profits which would result from the 
increased volume of purchases and sales by businessmen dealing in the 
various products to be produced by the project. Examination of previous 
income-tax returns and returns of busmess taxes would indicate what the 
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relation is betwen volume of buaineae handled and taxes paid, and give 
a basis for these estmates, based on the total volume of sales by farmers 
on the project The fact that the benefits are indirect does not mean that 
you cannot find an objective basis for estimating some of them 

Similarly m your estimates, especially for diiferent governmental 
agencies, among the coats would be included the interest charges due at 
each period, by each unit which has borrowed funds and has not yet i epaid 
-them according to whatever interest rate the funds die bon owed for, and 
whatever repayments of principal the liiianemg plan requires Here of course 
it will look differently from the points of view of ifferent agencies The 
central authority or governmental units will be charging interest coats at 
the interest rate which the financing scheme sets out If some of the funds 
are provided by the Central Government as a grant, then there will be no 
amortization charge for those If others are loans on which interest is 
due, when the loan is used you charge the interest on the net amount you 
have not yet paid back each period In other cases, as m the cases of the 
International Bank, there may be a stand-by interest charge Once the 
hank has made a commitment and earmarked so much funds for a project, 
it makes I believe 1 % charge on that money even though it has not yet 
been paid out, for holding it i eady to pay, and that will be one of the expenses 
of the project 

You charge the individual farmers interest for the advances made them 
by the authorities, at a higher rate than the rate at which the authority 
borrows ds money That does not mean that the difference is net profit. 
The authority in its schedule of operating costs will need to include the 
cost of the overhead, the book-keeping and the clerks and the accountants, 
who will handle these repayment by the individual farmers and keep the 
records If you have a gieat many small loans to farmers that have to be 
watched and serviced, arrangements made if they can’t pay for extending 
the loan, checking them up to see if they are paying off the loans when they 
can, etc , the cost of handling a large number of such small loans will be 
very high It frequently cost much more than ordinary bank interest to 
handle It may require in some projects a substantial margin, say 3 to 
4%, above the rate at which the authority borrows its funds I hope Dr 
De Vries in his discussion of financing problems will touch on this question 
ol the administi ative costs of handling a large number of small loans 

Finally after working all these pomts out for each agency, you show 
for each agency the ratio of costs to benefit overall and by time periods. 
These can then be added upto get the consolidated figure 

I suggested that you first present the over all consoLdated figures 
without regard to the individual agencies These consolidated figures 
would be supported by consolidated figures showing the distribution of 
consoUdated costs paid and benefits received by time periods, which would 
show at a glance when the project was expected to begin to pay its way, 
and how the projected time schedule of surplus for repayments (if any) 
compared with that of payments due on repayment of capital A 
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Bimplified table of this sort, with hypothetical figures, will illustrate what 
IS meant. 


TABLE 1 

ILLUSTRATION OF CONSOLIDATED STATEMENT OF COSTS AND 
BENEFITS, SN TOTAL AND BY TIME PERIODS, FOR X" IRRIGa 

TION PROJECT 


(All figures in thousands of rupees) 


Item 

Total for 
30 yeaia 
1952—81 

1st 5 
years 
1962—56 

2nrl 5 
years 
1967—61 

Next 

10 years 
1962—71 

Final 

10 years 
1972—SI 

COSTS 






Land purchase 

5,000 


3,000 



Construction of— 






Irrigation woiks 

7,300 

2,600 

3,500 

1,500 


Koada 


600 

2.50 

150 

100 

Houses and market towns 



1,500 

500 

Schools and hospitals 

2,750 

250 

400 

100 


Project administration and 



2,500 

3,000 

2.000 

operation 





School and hospital person- 

1,250 


160 

450 

550 

nel and expenses 






Interest (C%) 


1,140 

3,000 

1,000 

6,500 

3,500 

Contingencies 


720 

1,000 

500 

Depreciation 

2,275 

375 

500 

700 

700 

Total Costs 

47,135 

11,085 



7,350 

BENEFITS 

Direct 






Payments on land purchase 



1,500 

9,000 

10,000 

"Water charges 

.1 il 


500 

3,000 

4,600 

Betterment tax 

1 9 

1,000 

1 il 

3,000 


Interest from farmers 


50 


4,000 

2,000 

Loan repayments from 




1,600 

1,000 

farmers 

Indirect 






Income taxes on farmers 




600 

800 

,, ,, on others 


200 


1 il 


Profit taxes on buainesa 

S 9 


^^^B! 9 


! 9 

Sales taxes 

^ 9 

100 

i 9 



Other Government levenuea 

HBIQ3 

60 

' 9 

400 


Total Benefits 

57,850 

mm 

8,050 

24,650 

23,750 

Net excess of benefits over 

10,715 

—9,685 

—6,750 

10,750 

16,400 

costs. 






Plus —Receipts from loans 
Minus — Repayments of 


I4,(K)0 

11,000 

5,000 

10.000 

10,000 

principal. 

bb 





Net Excess of Receipts 
over Expenditures. 

10,715 

4,315 

—750 

750 

6,400 


(Caloulationa assume project covers 100,000 sores, bought at Be. 60 per acre,, 
and sold at Bs 200.) 
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Costs and benefits sepaeately foe each authoeity involved 

Here you show first for the project authority then for the local authority 
and then for the Central Government, its cost and benefits, both total and 
by time peiiods Now at that point 3 'Ou will stop for an explanation and 
for a reooncilation, if any. In some cases j'ou may have some governmental 
units for which the total cost of the project exceed the benefits For exa mple, 
the Central Government may feel it worth nhile to support some projects, 
even though the direct and indirect benefits to the Central Government for 
that project do not cover the coats Well, if that is so, there must be some 
reason for it, some reason in national policy or in defence or something else 
and that should be shown If, however, the creation of one project is likely 
to make it possible to create other projects as the building of a railroad for 
example is expected to make possible the development of manufacturing 
industries and agricultural and so on, you can make an attempt to estimate 
the value to the Central Government of that subsequent expansion, and that 
too might come in then as an indirect benefit rather than showing as a loss 
If a project will increase the national income by a substantial amount, 
making productive work for people not otherwise employed or fully em¬ 
ployed, the Central Government may feel it is to the nations advantage for 
it to subsidize that project enough to cover its costs, even though the Central 
Government will not recapture those expenditures in taxes or in any other 
direct way That is, if the nation as a whole is ahead as a result of the 
project, it may pay to go ahead with it, even though the tax system is not 
such as to recapture for the Central Government what it puts into the 
project 

The total costs and benefits for the project over the whole period might 
be distributed between the different authorities, as shown in Table II on the 
following page 
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TABLE 11 

ILLUSTKATION OF PROJECT COSTS AND BENEFITS OVER ENTIRE 
30-YEAR PERIOD—CONSOLIDATED AND BY AUTHORITIES 


(All figlires in thoueanda of rupees) 


Item 

Consoli¬ 

dated 

Total 

Project 

Authority 

Provincial 

Govern¬ 

ment 

Central 

Govern 

ment 

COSTS 





Land Purchase 

6,000 

5,000 



Construction — 





Irrigation works 

7,500 


7,500 


Hoads 

1,000 

1,000 



Houeea and market towns 

3,000 

3,000 



Schools and hoepitals 

760 


760 


Admmi'tration and operation 

9,000 

7,500 

1,000 

500 

School and ho&pital peibonnei 

1,250 


1,250 


and esipenEes 





Interest (6%) 

14,140 

14,140 



Contingencies 

3,220 

2,420 

600 

200 

Depreciation 

2,276 

1,960 

250 

75 

Oranlii 





For irrigation 

8,600 



8,500 

For roads 

1,000 



1,000 

For schools and hospitals 




2,000 

Total Costs 

SB,635 

35,010 

11,350 

12,275 

BENEFITS 





Direct 





Payinent«i on land purcbo‘e 

20,600 

20,600 



M^ater charges 

8,000 

8,000 



Betterment tax 

6,000 



6,000 

Interest from farmers 

8,060 

8,060 



Loan repayments from farmers 

3,000 

3,000 



Indirect 




1 

Income taxes—on farmers 

1,500 



l,o00 

On others 

4,700 



4,700 

Profit taxes—on business 

3,600 1 



3,500 

Sales taxes 

1,500 


1,600 


Other Government revenues 

1,100 


800 

300 

Qranta 


1 



For icigation 

8,500 


8,500 


For roads 

1,000 

1,000 



For schools and hospitals 



2,000 

1 


Total Benefits 

69,350 

40,550 

12,800 


Net excess over costs 

10,715 

5,540 



Pint — Receipts from loans 





^mu« —Repayments of loans 





Net excess of receipts over expend!- 

1 !0,7IS 

5,540 

1,450 

3,725 

tures 

f 
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The total of all benefits and receipts in Table II is larger than in Table I, 
because it includes the payments and receipts of grants between agencies 
winch cancel out in the consolidated statement The net excess, of course, 
remains the same 

The distribution of costs and benefits could then also be shown sepaiate- 
Ivbv each administrative agency, with a break-down of its expenditures and 
receipts by time periods These would be quite simple for some agencies, 
such as the provincial and central government, but would be quite com¬ 
plicated for the project authority The statement for the central govern¬ 
ment IS shown m Table III 


TABLE III 

illustration of central government costs and benefits, 

IN TOTAL and BY TIME PERIODS, FOR “X” IRRIGATION PROJECT 


(All figures are in thou'^ands of rupees) 


Item 

Total 

1952—81 

1st 6 
years 
1952—56 

2nd 5 
years 
1957—61 

Next 10 
years 
1962—71 

Next 10 
years 
1972—81 

COSTS 





1 

Adnunistration and operation 

too 

50 

150 

150 

150 

Contmgenciea 

200 

50 

125 

25 

, , 

Depreciation 

75 

5 

15 

25 

30 

Grants 






For irrigation 

8.600 

3,000 

4,000 

1,500 


Foi roads 

1,000 

500 

250 

250 


I or schools and liospitals 

2,000 

360 

550 

650 

560 

Total Costs 

12,275 

3,955 

5,090 

2,500 

730 

BENEFITS 



i 



Botteimcnt tax 

6,000 

1,000 

2,000 

3,000 


Income taxes— 






On fnimers 

1,500 


200 

500 

800 

On otheis 

4,700 

200 

500 

1,,500 

2,500 

Profit taxes— 






On business 

3,500 


500 

1 2,50 

1,750 

other Goiernmcnt re\e- 

300 

20 

30 

no 

140 

niies 






Total Benefits 

l<,000 

1,220 

3,230 

6,360 

5,190 

Net excess over costs 

3,725 

—2,735 

— 1,860 

3,860 

4,460 


Tables similar to Table III should be shown also for each of the other 
administrative agencies involved (as the provincial government and deve¬ 
lopment authority, in the illustration used) The totals of all items shown 
m the tables like Table III should add up, by time periods, to the corres¬ 
ponding figures in Table I for each time period, and by agencies, to the corres¬ 
ponding figures in Table II, excluding the grants which cancel out, 
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Question —Would the Central Government ever contribute more costs 
than it got in benehtsl 

Answer —Well if some project were justified to the Central Government 
even though it would have to operate as though it had a loss, because of its 
defence value, the figure would have to show that the direct economic value 
the Central Government, meaning that the loss is being taken on government 
account as one of the coats of defence. And that is what I meant when I said 
explanation and reconciliation If there is some point in which the relation 
between agencies are not clear, you should explain why it is desirable to do 
it, even if it does not pay its way We are trying to show what a project 
means in terms of each of these authorities involved and that is it shows 
whether the financial obligations that you are setting out, are going to prove 
favourable in terms of the different units accepting financial obligations, or 
whether you are setting up a structure which is either going to break down 
later or which requires subsidies from some other side It will also, indicate 
whether the arrangements between the different governmental agencies 
involved are fair or not, because there may be some commitments which on 
such study prove not reasonable 


General conclusions on the economic EEASiBiiiTy of 
THE PROJECT 

Conclusions on the economic feasibility of the project as a whole take 
account of what estimates can be made of indirect benefits as well as the 
estimates for the direct benefits, indirect costs and indirect benefits both 
The ultimate judgment has to be based on taking into account the indirect 
results of the project as well as the direct results, and so here in the final 
conclusion yon have to bring them altogether 

When you try to appraise the financial aspects of this and try to forecast 
what it IB going to mean, it means you are trying to work out now in advance 
some idea of the set of financial stages m each of the successive years of its 
beginning—what the financial position of the farmers, businessmen, merc- 
chants on the project wiU be m the years going forward—what the financial 
position of each of the agencies which has a hand in sharing in the costs and 
the benefits will be each year as you go forward It is a big job Now in this 
way yon can lay out a technique and a procedure, by which you can take a 
look at them There will be many parts of it that you can’t look at fully, 
■that you will have to put in some very rough figures There will be 
many parts of the work you are doing now, that you will not have 
much basis for estimation But this does give you a technique of showing, 
at least in some kmd of numbers, the complexity m real life, the thing you are 
trymg to forecast When you say I am sure that this is going to pay, or 
I am sure that this is going to be profitable for the farmers on it, or I am 
sure it IS going to work out well for the provincial government gomg forward 
with this, in making that statement out of bhnd faith, you think it is gomg to 
pay, but have you even made a calculation of how it is gomg to pay * This 
is merely a technique of presentmg in some orderly way, the mrnimum 
elements involved in knowing whether the project will pay or not On the 
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direct side of the direct costs and the direct benefits, you already have from 
Mr Lund’s work very reasonable techniques for estimating what some of the 
direct figuies are 

On tlie aide of the indirect costs, you are dealing with niiuh more sub¬ 
jective values In the case of some of them as in estimating these tax returns, 
there are denfinite basis on which you can estimate them Some of those 
that I have suggested On the other side in estimating some of the returns, 
what the value to be country will be in building in a railroad up there, open¬ 
ing up new territory—you are drawing on your imagination much more 
Hardly any one could have said in 1860 in the U S what the effect would 
have been of building a railroad lino across the continent to the Pacific 
Ocean, and yet people knew that there was nnsettled territory and were 
anxious to open it up So some of those things w'lll peihaps have to be 
stated in exceeding broad imaginative views, they will have to be put down 
in qualitative terms—that this will enable us to open up a valley in which it 
18 estimated that so much millions or thousands of people can settle, and 
we estimate by settling in that region—6 or 2 million or 100 thousand people 
that are now unemployed, wuthout any effective work to do, if we increase 
the number of people employed in our country effectively from 25 million 
to 26 million, then we estimate that these new million worker will add as 
much per capita to the income as the people already employed That is your 
basis for estimating the increase in the national income So there are 
ways by which you can draw up some rough estimates, even if you cannot 
work out every detail 

Such estimates in dealing with some of these projects will make it 
possible to justify projects, which could not be justified if viewed in the 
narrow context of what happened within the geographic limits of the project 
itself 

Question —Is it necessary to prepare such k detailed statement for an 
agricultural project or a mineral project or a marketing project* 

Answer —Each of them have special technical problems, but you must 
remember that this is chapter 7 of the report It has 6 other chapters in it, 
and in these other chapters we have already discussed various technical as¬ 
pects of the project As I pointed out m some of those technical aspects, 
the items to be considered and the way they would be appraised would be 
quite different in the case of an agricultural project or a mining project or an 
industrial project and in the case of fertilizer plants which Mr Qureshi dis¬ 
cussed the other day He brought in some economic considerations quite 
different from any that I have already presented in detail But what we 
are talking about here is not any of those technical elements for the appraisal 
of the soil, or the appraisal of the lay out of the plant or the appraisal of the 
•flow of the water We are talking here about Dollars and Scents or Rupees 
and Annas, about prospective costs and benefits The costs and benefits 
are always measured in terms of monetary units Now every project has 
costs and every project has benefits The only way in which one project 
could vary from another, would be in terms of how many different types of 
either productive units on the one side or of governmental authorities on the 
other side were concerned with the project If you had a project which was 
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Simply going to result m expanding agricultural production by creating a 
large number of farma^ all of exactly the same type and all of the same size 
and all producing the same crops, you wdl need to have only one farm plan 
for all If you have only a single type of farming to consider, and a single 
farm organization to work out prospective costa and benefits for, instead of 
several different ones, that would greatly simplify the appraisal of the farm 
organization side Similarly if by legislative enactment or otherwise, you 
establish one authority in the area, to take the place of all other govern¬ 
ment agencies which would do all the financing collect all the revenues, and 
pay for all the services (including payments to other agencies for police, 
schools, etc ) you then might be able to reduce of all these different govern¬ 
mental authorities to a single unit So it does not depend on whether it is 
an agricultural project or an industrial project It depends on how complex 
IS the administrative structure in the region and how complex is the distri¬ 
bution of benefits and the sharing in coats There a lot of things that we 
could not understand in the Thai project They were all there even though 
they were not shown. I am giving you here an orderly way to present 
what 13 there, so that if it is there, it will be shown so that anyone studying 
it wdl be quite clear what the arrangements are, and the authonties con¬ 
cerned will also be quite clear as to what the arrangements are But if you 
are going to set up a financial plan and you want that financial plan to work 
as set out, you must determine ahead of time about what you are going to 
collect and when And this scheme although complex is to its very com¬ 
plexity a way of reflecting what is really there, whether it has been worked 
out or not You are going to be a lot surer that when the project does get 
gomg, it is more likely to work, because the necessary advance plans will have 
been made 


Jl/j Fane;—The pioject may also be controlled by different units, 
which can also be considered as separate units But if it is a combined 
project, then the whole chapter has to be included for each section or 
separate unit If it is a big combined project including industry and agri¬ 
culture, then each part has to be presented separately and then a general 
consolidation is to be made On the other hand, if it is an engineering 
or an industrial project, it should show if there is any direct or indirect 
effect on the agricultur 1 field 


Dr Ezekiel —Mr Vaner has put his finger on two points, which I see 
were left out of this rnther h stily prepared outline Eirst, if the project 
itself involves a number of quite sep rable parts as a hydro electrict plant 
and an nngation system working from the same and perhaps the colonization 
of farms depending on the same water—a separate statement can be made 
for each of those separate projects If you are dealing with such a combined 
project, you really should have a aeries of individual project statements of 
this sort, each involving all the chapters outlined and then a final statement 
of the consolidated coats and benefits from all the given parts of the 
multipurpose project Next week Dr Sam is gomg to be talking about 
valley develop ment and multipurpose project development, some of which 
will illustrate some of these points 
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A Bcrond important point of Mr Vaner’s la that when you do deal with 
combined resource development, you get within that combmed project 
gome ot the multiplying effects on national economy and indirect 
benefits mentioned by Dr de Vries If a nation is setting up a general 
development programme the combined benefits direct and mdirect, are 
gieater than the sum of the individual project benefits 

It you had m a river valley project with a hydro-electric plant showing 
benefits of 2 million rupees a year, irrigation works showing benefits of a 
million rupees, and a paper plant showing benefits of a miUion rupees, the 
economic effect of adding 2 plus one plus one, is not four, it may bo six or 
eight When jou haie all three things happening at the same time, each 
mtenhifies the other A community oi industrial workers m the hydro¬ 
electric plant and the papei factoiy, would make moic people employed 
in the legion There will be greater.demand lor food in the region Some 
of the fainiers would produce fruits and vegetables, milk and eggs to be sold 
to these industrial cniploj-ecs Farmeis will be getting more farm income 
than would be ciilciilalcd looking at the farms alone Similarly the growth 
ot industiies m the region w'ould make nioic demand foff electric powei, 
the paper plant w oiild enlarge markets tor forest products The more good 
projects \ou liave together in a plan, the more productive they all aie How 
tar jou can go in estimating these benehts is difficult Tlie indirect benefits 
become greater the more things you take into your plan In a project state¬ 
ment which includes combined development of a number of different sub¬ 
projects within it, your calculations for the mdirect benefits of the combmed 
plan become e\en more important than for each single project And 
likewise the possibility of the combined project paying its way, becomes 
coirespondingly greatei 

VIII Summary Statement of all aspects of the Project 

Chapter VIII is a summary statement of all aspects of the project, both 
the administrative and financial considerations I I'ave really aheady 
talked about this at the beginning The final summary which I call chapter 8 
here, would really be the first statement in presenting the project It would 
include a very brief statement ot the findings, in simple non-technical 
language Each one of the statements there would be annotated by a 
reference to a chapter Chapter I might be Exhibit I and Chapter II might 
be Exhibit II and so on The exhibits would give the fuller evidence to 
support the summarv To be most effective I believe the whole summary 
should run not over 10—2.) typed pages, to be brief enough So then an 
administrative office , a Joint Secretary, or the head of a bank mission, can 
read the whole thing through and get an overall view of the thing as a whole 
One way to help simplif^'ing is to use elfectu'c headings, have it broken up 
into small sections with an effective heading for each of them You can 
start off eacli paragraph by one sentence indicating what the paragraph is 
about So that anyone as soon as he starts on each paragraph knows what 
they are getting into That is one of the ways of a good subject presenta¬ 
tion—say what the point is and then explain it 
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Some people argue that a summary always has to be at the end of a 
report that it is no use showing a summary until you present what is before 
it. But if it IS 600 pages before you get to the summary, many people may 
never find it But if they start with the summary and say this looks like 
an interesting idea, or this sounds bke a workable project, then there is 
encouiagement to go ahead Further they may be convinced from your 
summary, if you have done a fair analysis and know what you are talkmg 
about And your summary should be followed by a good table of contents 
so that they can readily find anything they want to know, any given details 
or any part of the whole statement 
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APPENDIX 

GENERAL OUTLINE FOR A PROJECT STATEHENT 

I Ke\ie\v of resources available and their development proposed, 
uith maps 

II Statement of Engineering or other physical aspects of the pro- 
p'osed development, with blue-pimts and estimates of costs 
involved, total and by time periods 

III Technical and economic appraisal (agricultural, industrial, etc ), 
of the prospective phj sical productiv ity and prospectiv'e income 
of the pioposed development, of technical problems involved 
m utilizing its resources, and of prospective speed of develop 
ment, and of markets for the products 

TV Proposed administrative arrangements for conducting the deve¬ 
lopment 

V Proposed arrangements for financing the project 

VI Eelation of the project to the national economic and the 
national dev elopment programme 

VII Appraisal of prospective costs and benefits, direct and indirect, 
both in total and by time periods 

Vni Summary statement of all asj ects of the project, for administra- 
tiv'e and finiuicial consideration 

DETAILED OUTLINE FOR A PROJECT STATEMENT 

I Review of Resources available and their Development Proposed 

1 Location and character of the proposed project (country map and 
project mapl 

2 Relevant physical and natural resources (soils, geology, topography, 
water supplies, simple river flows, underground waters, drainage, flood 
records, etc ), climate, flora, etc , mineral deposits for mining or chemical 
project, accessibility of raw materials (for industries) 

3 Relevant social features involved (present utilization of the area and 
its resources, population, skills, agriculture, transportation, schools, com¬ 
munications, power, accessibility to markets), public services, schools, 
hospitals, water supply 

4 Present state of development activities in the area 

6 Existing governmental and administrative authorities in the area 

6 General outline of the proposed new development in the region 

II Engineeering and other Physical Aspects of the Proposed Development 

1 Maps and detailed blue-prints and plans of various features of 
construction, equipment, etc 

2 General specifications for construction and equipment. 
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3 Explanation of relation of proposed stiuctures and equipment to the 
resources inailable and job to be done (dynamos, embankment, etc) 
minerals of justidcation and proof of the calculations, and to alternative 
methods of construction 

4 Projected speed and time scliedule of construction and installation 
ot facilities for various phases of construction, with time schedule of initiation 
and completion 

C) Estimates of costs involved, overall and by time peiiods, for i arious 
sectors of the project (especially those the responsibility of different autho¬ 
rities)— 

(a) Assumptions as to changes m costs, if any, during period of 
construction 

(?i) Comparison of costa per unit w ith experience m comparable pro¬ 
jects elsewhere 

(fi) Costa of items to be— 

(i) domestically supplied 
(li) of imported goods and services 

III Technical and Economic Appraisal of Physical Produtivity and 
Prospective Income of the Proposed Devlopment, and 
of Markets for the Products 

1 For agricultural developments— 

{a) Appraisal of productive value of the increased resources— 

(;) Resources available Experimental evidence on increased 
production on the several types of soils present from m ater, 
drainage etc 

(li) Evidence on the probable increased production Experi¬ 
ence in the area or m similar areas with average cnelds 
of various products and with products found suitable 
(lit) Evidence on farm organization—for size of farms pro¬ 
jected, and kind of crop rotation, what will be home con¬ 
sumed and sold, and what will be incomes and expenses 
of individual farmers (involves foiecasts or assumption on 
future markets and prices) 

(iv) Speed of settlement and development How rapidly arc 
the agricultural areas likely to be settled, and how long 
will it take farmers to reach full production, in view of the 
aid to be given them, the problems in the area, and past 
experience with speed of development m other projects * 
(ti) Dealmg with special problems What evidence is avail¬ 
able as to the best means of dealmg with special agri¬ 
cultural problems m the area, such as sand dunes, high 
winds, or excessively hght or heavy soils, or soils devoid 
of organic matter 
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2 For iiidustiial development—• 

{() Expected products What product can leasoiiably he 
expected from the materials lesouices and lahoni avail¬ 
able and from the equipment to be installed > AVhat are 
bottle-necks to production ^ 

(ii) Speed of completion How lapidlv is the plant likely to 
be completed, and ho\v to iiach full pi eduction m the 
light of expieiience with paiallel industrial in otliui 
regions * 

(ill) Expected quantities of pioducts If the plant will 
handle oi process agricultuial products from the region, 
how much of such pioducts aie likelv to be available 
for its use within 5, 10, and 15 years of the time tlie jilant 
IS completed in v levv of experience m speed of establishing 
production of such pioducts m other regions (sugar¬ 
cane, fruit foi canning, cotton, etc ) 

(ir) (rt) What special technical problems exists in the legion, 
affecting the operation of the given plant * 
Temperatures, relative humidity, etc , foi ni.inufac- 
tuniig plants 

Suitability of water supply amount and composition. 

Suitability of specific areas or other raw materials 
a\ ailable 

{b) How will these difficulties be met ? 

3 Prospective market ^V'hat are prospective markets for the jiio- 
duots 2 If domestic, how laige a quantity can be sold without exceeding 
<lomestic requirements ^ What will tiaiisportation and soiling costs run ‘ 
WTiat prices mav he expected for the products at the factory, and foi how 
much i 

4 Prospectiv e resulting output from the new development, in the 
light of the technical appraisal of possibilities and ways of meeting them, 
both eventuall}^ and at successive time periods 

IV Proposed Administrative Arrangement for Conducting the 
Development 

1 Piuposed oigaiiization and responsibility for planning, construction 
and operation 

2 Proposed division of responsibility and powers between agencies 
Division of responsibility and powers between local, provincial and national 
authorities and special project authority, if any— 

(а) Admmistrative powers, 

(б) Financial powers and responsibilities , 

(c) Legal basis pay and structure of any new or special project 

authority 
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3. Proposed Relations between the project (or other local) authority 
and the individual farmers, settlers, busmessmen or others mvolved in carry¬ 
ing the project through , present land ownership, changes needed m land 
ownership and methods of securing them 

4 Proposed arrangements for supervising construction 

5 Proposed arrangements for operation and maintenance— 

(a) Recruitment and training of staff 

(b) Maintaining efficiency of operations 

(c) Plan for colonization or settlement 

(d) Supervision of agricultural or other productive operations 

(e) Provisions for educational, health, technical training, and other 
necessary services to workers, farmers, operatives or others on 
the project 

(/) Provisions ^or supplying credit to farmers, settlers or others 
and for supervision of the use of the credit 

(g) Provisions for marketmg and transportation, 

V Proposed Arrangements for Financing the Development 

1 Division of financial responsibility between different authorities 
concerned—amounts of capital to he supplied by each and from what 
sources and at what time or times 

2 Capital to be supplied from current income and capital to he borrow¬ 
ed—For each—amount to be supplied— 

(o) in domestic currency, 

(6) m foreign exchange— 

{{) dollars or equivalent, 

(w) other currencies. 

With time schedule for each. 

3. (a) Proposed method of repayment of borrowed capital with amor¬ 
tization or 8inkmg=fund programme 

(i) for domestic currency , 

(ii) for foreign exchange 

(b) Proposed mterest rates to he paid 

(c) Tune schedule of advances 

4 Proposed sources tor the credit needed— 

(a) domestic funds, 

{b) foreign funds 

VI Relation of the Project to the National Economy and the 
National Development Programme 

1. Consistency with the national development programme Relations 
with other projects or programmes and effect in stimulatmg or assistmg 
related or subsidiary industries 
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2. Eelations to the National Economy— 

(а) Prospective indirect benefits to the national economy resulting 
from the project— 

(i) Direct and indirect mcreases in productive employment 
(ij) Increased production and national income 
(ill) Increased trade, domestic and international 

(ill) Increased tax and other revenues—Which authorities will 
receive them ^ 

Estimated value of such indirect benefits 

(б) Prospective effect of the project on nations balance of inter¬ 
national payments— 

(i) The effects on imports* reducing imports, dollar and other 
(I'l) The effects on exports increasing exports, dollar and other 
(iti) Other effects tourist expenditures, transportation charges, 
etc 

3 Adequacy of the financing plan for the project m the hght of tlie 
projected feature balance of payments 

VII Appraisal of prospective costs and benefits, direct and Indirect, 
both in total and by time period 

1 Summary of ability of productive umts (farmers or busmessmen) 
to pay the taxes, water charges, and other returns assumed in the benefit 
statement (farms, business enterprises, etc) 

2 Overall consolidated costs and benefits of all governmental (or 
other project) umts involved, total and by time periods. 

(i) Benefits including direct and mdirect benefits 

(ii) Costs mcluding mterest charges on borrowed funds 
(lii) Ratio of costs to benefits, overall and by time periods 

3 Costs and benefits separately for each authority mvolved 

(i) Project authority, if any 'i 

(w) Local authority (if involved I Each total and by time 

(lii) Province f periods 

(ill) Central Government J 

Explanation and reconciliation, if any one shows costs in excess of benefits 

4 General conclusions on economic feasibility of the project 

VIII 'Summary Statement of all Aspects of the Project, for 
Administrative and Financial Consideration 

Brief condensed summary of Chapters I to VII, and of prmcipal findmgs 
(with appropriate references), m relatively simple non-techmcal language 
preferably not over 10—20 typed pages Use effective headings and topical 
sentences. Make only bmited use of maps and pictures. 



